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The first annual Business Leadership Lecture 


The Business of Management 


HEN I was invited here, I was asked to 

give what was referred to in the letter as 
a “lecture” on an appropriate subject. You 
will notice I have chosen “The Business of 
Management” and not “The Management of 
Business.” While the words are the same, the 
change in sequence is intended to indicate a 
difference in meaning. 

The Business of Management emphasizes 
the nature and importance of the function. 
The Management of Business places more 
emphasis on actual operating problems. 

Obviously, in a limited time, I can not give 
you a reasonably complete presentation of the 
subject. My comments will be restricted to 
the reasons I believe management can be 
considered a business, and to some of the 
characteristics of men which contribute to a 
success in management. For both I shall en- 
deavor to stress useful principles. 


Group Effort Requires Leadership 


We all know that practically every form of 
group effort requires leadership. The success 
of your more important school, charitable, 
and community activities depends on the 
selection of experienced leaders or the em- 
ployment of professional managers. For results 
you turn to the best available talent. Usually 
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you choose individuals who have demonstrated 
a capacity for organizing and directing the 
work of others. 

In business and industry, the increasing 
complexities of our modern economy and the 
growth in the size of our corporate enterprises 
have multiplied the demands on executives at 
every level. Correspondingly, there is a greater 
need for men who can understand and admin- 
ister a management responsibility construc- 
tively and effectively. 

Evidence of the need is easily illustrated. 
In every sizeable enterprise the selection and 
development of executive talent have become 
priority projects. Company presidents worry 
more about their top management staff and 
competent succession than any other problem. 
The principal cause of failures in small busi- 
ness is a lack of good administration, and 
nearly every category of weakness can be 
traced to it. 


Recruiting and Placing Executives 


There is a growing use of professional firms 
of management consultants and of specialists 
in recruiting and placing executives. Men of 
experience and proved ability often are em- 
ployed by owners or creditors to doctor sick 
businesses. Like a physician or surgeon, they 
move from case to case diagnosing and cor- 
recting trouble. You probably know of a 
general manager, sales manager, production 
manager, comptroller, or some other executive 
who has moved to a better position in another 
and sometimes entirely different business. The 
magazines and press frequently report these 
executive changes. 
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In recent years there have been sales or 
mergers because the management was no 
longer effective or was growing old with no 
competent replacement. Fairly new but rapid- 
ly growing businesses have been bought or 
consolidated with others partly to acquire the 
young able men responsible for their success. 
Financial entrepreneurs have purchased con- 
trol of sound but dormant enterprises because 
they could see possibilities for greater growth 
and profit with the kind of leadership they 
would install and pay well for results. 


Selection and Training of Executives 

Since the publication of Frederick W. 
Taylor’s Principles of Scientific Management, 
Harrington Emerson’s The Twelve Principles 
of Efficiency, and The Business Administrator 
by Edward Jones—all about 1910—there has 
been a growing body of literature and texts 
on every phase of the subject. Numerous 
management associations hold forums and 
meetings to discuss mutual problems. Corpora- 
tions send active executives to take special 
studies on related subjects, and pay all the 
costs. 

Some modern theories of executive selection 
advocate extensive psychological and aptitude 
tests, and provide long lists of personality and 
experience factors to be probed and weighed. 
There is at least an intimation that an execu- 
tive should be chosen with fully as much care 
as the membership of any recognized profes- 
sion. If the attempts to formalize the process 
do little else, they do give evidence of the 
special nature and importance of the function. 

Each of these comments could be supported 
by examples, using names of men and com- 
panies probably known to many of you. 
Brought together, they serve to cast some 
light on the extent of the opportunities and 
the need for men who have a valuable and 
relatively scarce kind of ability—men who 
can understand and apply the principles and 


practices of management. 
Importance of Executive Ability 


There are good reasons why substantial 
premiums in salary, stock options, and other 


fringe benefits are willingly paid for out- 
standing executive ability. I believe they can 
be stated in relatively simple terms which 
apply equally to large business, to depart- 
ments and divisions, and to smaller enterprises, 

The first is this. Today management is such 
an important factor in the success of any 
enterprise that its selection can not be left to 
seniority, inadvertence, or some other equally 
inappropriate mechanism of choice. 

Second. As workers increase in number and 
the problems and the processes of business 
and industry increase in complexity, more 
effective direction, control, and supervision 
are needed at every level. 

Third. Above-average technical knowledge 
or skill, long experience, and a good record of 
ability and accomplishment may bring rich 
rewards but do not necessarily qualify anyone 
for executive responsibility. 

Fourth. Management is work, but is entire- 
ly different from the usual concept of working; 
and performance is measured differently. The 
work requires a comprehensive understanding 
of business and industrial methods; of obliga- 
tions to the public and to workers as well as 
to owners; and of the purpose, place, and 
effectiveness of each element of the total 
effort. The principal measurement of perform- 
ance is in the accomplishment of goals and 
objectives. 

Fifth. The business of management is the 
organization and coordination of money, plant, 
materials, and men into their maximum pro- 
ductive value and usefulness. 

Sixth. The practice involves the use of 
established principles and their application 
to constantly changing problems and circum- 
stances. 

Seventh. The accomplishment depends 
chiefly on the selection, the quality, and the 
effort of the executive staff and the personnel 
which give life and usefulness to otherwise 
inert money, plant, and materials. 

This summary is deliberately brief and 
easily could be extended and elaborated. How- 
ever, I believe it is sufficient to indicate the 
scope and specialized nature of the work. 
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Any check list or analysis of the broad range 
of responsibilities and of problems to be met 
will suggest most of the requirements, and 
why it is so difficult to satisfy them. 

Expressed in another way, the manager 
has an obligation to provide substantial added 
values to what otherwise would be only the 
routine performance of a task by a group of 
workers. 


Executive Potential Is Displayed Early 


It has been interesting to note that the 
man who later achieves executive rank, first 
attracts attention by displaying this quality 
in carrying out any task assigned to him. He 
puts more values into his work than are 
expected. 

He is an accomplishment worker and not 
a mere money worker. There is a willingness 
to make a constructive contribution to the 
business beyond the conscientious and compe- 
tent performance of the immediate job. Per- 
sonal ambition is less noticeable than a desire 
to understand and cooperate in what should 
be done and the best way to do it. He avoids 
the problem of the individual who puts his 
ambition first, is quickly measured and then 
opposed by all those whose help he needs 
most. 

When he shows initiative, he enlists support 
and does not create wholesale antagonisms. 
His character encourages acceptance and re- 
spect. These, and similar qualities, are the 
plus values that attract consideration for 
executive status. 


Leadership a Necessary Quality 


Without going into further details, I am 
sure you can readily see where this leads. 
Inevitably the fundamentals of progress and 
success are a demonstrated combination of 
personal competence, a capacity for growth 
and understanding, a consciousness of what 
needs to be done, and an ability to act and 
be accepted as a leader. 

Responsibility and authority may be large 
or limited, but the executive at any level is 
a leader—and has to be. Leadership is not 
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conferred by title or authority; it is conferred 
by the confidence of associates. Authority 
alone is never enough to ensure a cooperative 
effort. Placed in the wrong hands, it can 
produce unexpected and unnecessary prob- 
lems. Unfortunately, many otherwise able 
men never show any aptitude for leadership 
or do not use authority wisely, if it is given 
to them. 

Businesses grow—but some men do not 
grow with them. Knowledge and experience 
have unquestioned value, when put to produc- 
tive use. But, in the world of competitive 
enterprise, knowledge is only a hunting license 
for opportunity; and the value of experience 
depends on what a person makes out of what 
happens to him. Twenty years of experience 
can be nothing more than the experience of 
one year repeated twenty times. 

Working With People 

Every step upward in executive responsi- 
bility depends to a greater and greater extent 
on the ability to obtain results from the per- 
formance of junior executives and the working 
staff. People always are the most important 
instruments of management because they im- 
plement every action whether related to a 
policy, a plan, a sale, or a production machine. 
And, many of the manager’s problems are 
caused by people. It is here that human rela- 
tions become a factor, and the effect of per- 
sonal characteristics assumes its greatest 
importance. 

When those charged with the responsibility 
apply objective judgment to the selection of 
an executive, personality factors will influence 
their choice between persons of equal ability 
and experience. This is because of the favor- 
able or unfavorable effect on the people in 
the business, and on the public on which the 
success of the business depends. Sometimes 
failure to recognize this fundamental leads 
to a misunderstanding of the reasons one man 
advances rather than another. 


“Plus Values” and the “Job Account” 


I have used the phrase “plus values” several 
times—which I will explain more fully. 
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Plus values are the superior personal quali- 
ties, abilities, and attitudes of men which be- 
come evident in what they do and the way 
they do it. These attributes are not plus 
values because they exist—but become so 
from the way they are used and how well 
they fit the circumstances. In effect, they are 
an available means of building up a substan- 
tial credit balance in an individual’s job 
account. 

It becomes easier to understand this prin- 
ciple if you will consider another—the fact 
that every worker has a theoretical job ac- 
count. He makes deposits with the tangible 
and intangible effects of his work and effort, 
and draws his compensation against them. 
Usually promotions result from the extra 
values put into the account, and a good 
balance is not likely to be ignored. If not 
appreciated in one place, eventually it will be 
in another and, when sufficiently apparent, 
can bring attractive offers from other employ- 
ers. While some men devote themselves to 
an unproductive search for a really big oppor- 
tunity, others find it by proving their worth 
in what they do with the opportunities at 
hand. 


Jobs Have Their Price 


Years ago a retired railroad man wrote a 
little book, long since out of print—titled 
The Price Tags of Life. He proved to be 
quite a philosopher. 

What he had to say was simple enough, 
but certainly true. His essay expounded the 
principle that everything anyone wanted to 
have or to be had its price. Knowledge re- 
quired study, skill required practice, renown 
required service, and material possessions re- 
quired giving up having one thing to have 
another. In other words, to reach a goal, 
whether personal or material, involves a con- 
tinuous choice between what an individual 
might do or have and what he must do or do 
without to achieve or to acquire what he 
wants. 

Probably the most easily recognized illus- 
tration is in the famous statement of Pader- 
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ewski when he was asked how he became a 
genius. He said, “Your Majesty, before I was 
a genius I was a drudge.” 

Actually jobs—and particularly executive 
positions—have their price tags and, in the 
broadest sense, are purchased. The employer 
has the job, the salary, and the opportunity, 
and his terms are based on what he needs, 
The applicant pays for what he wants by 
satisfying these needs. He knows that when 
he buys anything he has to consider the price, 
to be able and willing to pay, and to expect 
the price will include a profit. The same 
principle applies to an opportunity, and can 
be interpreted in terms of the study and 
preparation necessary to acquire a professional 
rating, extended to the field of business 
enterprise. 


Conditions of Advancement 


This approach requires much more consid- 
eration of what has to be given than of what 
is wanted. Its practical implications can be 
made apparent if we suppose for a moment 
that an applicant for a position is asked what 
he has to offer in exchange for the job, the 
salary, and the opportunity. Or suppose that 
a request for promotion or salary increase is 
met with questions about what the individual 
is doing that can not be done as well or better 
by any number of others. Invariably this 
aspect of his situation has not been given any 
serious thought. 

The principle is the reverse of a common 
belief that advancement is obtained mostly 
by salesmanship or influence. While undoubt- 
edly there are exceptions and occasional one- 
shot sales—in an extremely competitive world 
the checks on performance and results deter- 
mine their permanence. Every opportunity 
carries with it the specific obligation to make 
good, and changes of executives who have 
failed to measure up to expectations are not 
infrequent. | 

Conversely, if you prefer to think in sales 
terms, the basic principle of selling is a 
demonstration that the product offered meets 
a real need or want of the purchaser—to his 
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advantage or profit. You will notice this em- 
bodies identical fundamentals. As in all sell- 
ing, the sale is controlled by what the buyer 
thinks and wants—and not by what the sales- 
man thinks and wants, and successful sales- 
men have had to learn to think in the buyers’ 


terms. 


Business Conditions and Appraisal 
of Executives 


If you will consider these two related prin- 
ciples—the “‘job account” and “plus values” — 
you will find they have a practical use in the 
judgment of men and as a guide to individual 
progress. Men who worry more about what 
they are getting out of a job than what they 
are putting into it are worrying about the 
wrong thing. After all, no matter what work 
you do, you are working for yourself—to 
prove what you can do. 

If anyone believes I have given too much 
attention and weight to these principles, I 
suggest you consider this. In a prolonged 
period of unusually high business activity 
and profits, there is a tendency to overrate, 
overrank, and overpay those whose weak- 
nesses or inadequacies have been recognized 
but overlooked. 

Under less favorable conditions, whether 
general or specific to an enterprise, a reap- 
praisal of the quality and number of execu- 
tives and workers usually is necessary. It is 
definitely going on right now—much more 
generally than you may suspect. And, just as 
definitely, the principles of comparative con- 
tribution or the need for stronger replacements 
are influencing the standards of employment 
and any changes that have to be made. 


The Successful Managers 


Now I will speak about men who have 
made a success of the business of manage- 
ment. 

They advanced through hard, demanding, 
competitive work. In the process they learned 
much from study, from observation, from 
experience, and from their dependence on 
other men. You may rightfully assume they 
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have demonstrated leadership qualities, a 
tested personal competence, and a thorough 
understanding of business or industrial meth- 
ods. They have accepted the obligation to 
make a greater than average contribution, 
and have set high standards for themselves 
and others, coupled with a constant drive for 
improvement. Their abilities and values have 
been judged directly and indirectly by numer- 
ous authorities, including the public, the 
owners, the directors, and their associates. 

It is no accident that executives of our 
leading enterprises will impress you as out- 
standing individuals. They reached positions 
of importance only after consideration had 
been given to the performance records and 
personalities of all the talent from which a 
selection might be made. 

If you examine the education and experi- 
ence of these executives, you will be surprised 
at the diversity in their backgrounds. Origin- 
ally they may have been schooled or trained 
in law, enineering, accounting, finance, sales, 
production, or almost any other specialty. 
Their early training may have been varied, 
but in the intervening years it has been over- 
laid and reinforced by the special knowledge 
directly useful in management. 


Characteristics of Managers 


I have been fortunate to know many of 
them and always was interested to observe a 
prevalence of similar characteristics. I will . 
comment on several which are not often men- 
tioned but nevertheless are typical. 

Managers are expected to assume responsi- 
bility; to make decisions; and to plan, direct, 
and supervise the work of others. 

Their minds are centered on the job to be 
done, and there is concentration on the most 
effective and efficient means of obtaining re- 
sults. A universal characteristic is the capacity 
to visualize what is being done as a whole, and 
to think in terms of the relationship of what 
they do to their total surroundings—from 
purpose through implementation. 

There is an old story that illustrates the 
point. A man inquired of three stone masons 
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what they were doing. The first said he was 
cutting stone, the second that he was building 
a wall, and the third that he was building a 
church. 

Another is that these men think objectively. 
This means a pattern of thinking which 
focuses on the nature of things as they are— 
excluding self-consciousness and the distor- 
tions which may arise from representations 
and influences brought to bear from other 
sources. Everything is examined and tested 
in relation to relevant facts, objectives, and 
possible results. There is an uncommon ability 
to appraise the motives of men, to put things 
in their proper relationship, and to see beyond 
the details and superficial manifestations of 
circumstances and events. They are justly 
noted for a tough mental attitude. 


Problems, Decisions, Action 


Problems and decisions are their daily diet 
—and they do not and can not avoid them. 

New facts and unexpected complications 
seem to appear from every direction. Chang- 
ing markets, products, production methods, 
competition, and organization problems create 
an unending series of issues. But—experience 
has taught them that the apparent problem is 
not necessarily the real one. It may be only a 
symptom, just as the degree of fever is not 
a complete diagnosis of an illness. So—as a 
defense against the submission of unsupport- 
able opinions or beliefs—they demand an im- 
partial and impersonal inventory of the facts 
and their significance. 

A decision is a choice between alternative 
courses of action and usually is in favor of or 
against someone. This is one of the most diffi- 
cult and sometimes unpleasant areas of a 
manager’s job, particularly when there is a 
direct personal effect on individuals. But if a 
decision has to be made to protect or ensure 
the progress and success of the enterprise, the 
direct or indirect benefits which accrue to 
everyone is its justification. When there is 
something to be done, a decision has to be 
followed by action. Getting action brings to 
the front the problems of implementation, of 


assigning responsibility, and later the determi- 
nation of actual results. 

Every problem faced by a business raises 
the question of who can be found to meet it. 
When Mr. Ford said “Business chooses its 
own leaders,” he meant that the problems of 
business will govern the selection of men who 
can answer them. 

For this reason successful managers are 
particularly concerned with identifying their 
problems and preparing to take whatever ac- 
tion is necessary to meet them. Looking for 
trouble and driving for improvement and 
progress are part of their creed. They know 
that a non-progressive business does not stay 
profitable and an unprofitable. business is an 
impermanent one. 


Ability to be Selective 


The constant struggle with problems and 
decisions forces the development of other 
characteristics. Among them is the ability to 
be selective and to simplify. By proper selec- 
tion executives regulate what they do and 
establish priorities of attention and action. 

Selectivity may be defined as a cultivated 
sense of discrimination which incidentally is 
one of the purposes of all education. In these 
men it is evidenced by an ability to perceive 
the best ends and the best means to those 
ends; to distinguish what is effective and 
ineffective, what is necessary and unnecessary, 
what is important and unimportant, and what 
should be done now or later. 

C. I. Barnard expresses it this way—“The 
fine art of executive decision consists in not 
deciding questions that are not pertinent, in 
not deciding prematurely, in not making de- 
cisions that can not be effective, and in not 
making decisions that others should make.” 

The day is a constant struggle between a 
limited amount of time and an unlimited 
number and variety of demands. This makes 
selection one of their most important personal 
problems. Whatever the origin, each problem 
or request is of particular importance to some- 
one who believes it should come first. To the 
manager, it is only one of many similar 
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demands, complicated by unexpected calls on 
his time or services from sources outside the 
business. 

The selection of what should have atten- 
tion is clearly associated with what can be 
done best at the moment. Information and 
circumstances may or may not favor consid- 
eration, solution, or action. Proper timing is 
accepted as one of the principal elements of 
good judgment, and many a mistake has been 
made by pressing an issue at the wrong time. 
A favorable time and circumstance always 
attract forces which contribute to success. 


Need for Simplification 


There is an equal need for simplification. 
Reports on complicated projects or issues have 
to be summarized and condensed—problems 
and discussions have to be reduced to simple 
understandable terms. Too often the real 
problem is obscured or lost in the efforts of 
those most expert in draping it with festoons 
of irrelevant comment, unnecessary to the 
point, at issue. 

These men have to know how to disengage 
what is essential from the detail in which it is 
buried, for everything can not be given equal 
consideration. They get things done by strik- 
ing at the center of what is important and 
holding up to clear sight the real issue. 
Simple thinking is one of their most useful 
attributes. 


Need for a Practical Philosophy 


Management is not a formal science because 
it involves too large a factor of human quali- 
ties and relationships. But over the years it 
has acquired its own principles and techniques. 

I suggest that success in the business of 
management is as much a matter of acquiring 
a practical philosophy as in having technical 
or specialized knowledge. It can not be bought 
complete or ready-made. Useful principles are 
developed from the observation and study of 
daily experience, and from the achievements 
and mistakes of unnumbered men. 

Paraphrasing a sentence about history from 


Emerson’s Essays—The best use of experi- 
ence is to give added value to the present 
hour and its duty.” 

Just as every step of progress in science is 
based on the knowledge of what already has 
been done, the best use of experience is relat- 
ing what is known to new and different cir- 
cumstances. The professional approach is 
using proved, successful methods to meet com- 
monly recognized problems. Being able to 
resolve problems and make decisions with the 
support of established principles is their real 
source of strength. 


The New Business of Management 


In the last three decades there has been a 
big change in the business of management. 
Owner management has practically disap- 
peared except in small enterprises. Corporate 
ownership is spread among a multitude of 
shareholders. The executives have become 
trustees, and usually do not own an impor- 
tant percentage of the shares. Government 
regulation has increased to the point where 
the corporation has become a quasi-public 
institution; and big business in particular 
faces an almost constant need to explain its 
major decisions and actions to the public. 

Its chief executives also have changed. They 
have taken on new obligations to the public, 
to the community, and to the workers. The 
enterprises and markets they serve have be- 
come so large; products, methods, and means 
of production change so rapidly; and their 
responsibilities are so broad and so compli- 
cated that it has been necessary for them to 
develop professional management techniques 
and talent. 

These men provide the leadership for all 
the components of an enterprise that contrib- 
utes to its progress and success. With it they 
acquire a certain prestige and substantial 
financial rewards. But, if you ask them the 
source of their greatest satisfaction, they will 
tell you it comes from their positive role in 
developing and guiding an organization to 
successful accomplishment. 
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@ A close-up, realistic analysis of ... 


The McClellan Committee 
Hearings and Labor 


RGANIZED labor, as you have observed, 

is going through a crisis. This is a big 
subject, so perhaps it’s best if I give you in 
advance a rough outline of what I am going 
to talk about. 

1. The labor movement and how it got that 

way. 

2. The McClellan committee and what it is. 

3. Can labor cure itself? 

4. The prospects for legislation. 

It is becoming increasingly hazardous to 
generalize about the labor movement. In fact, 
one might question whether there is such a 
thing as “a movement” any more. At least, 
one has to define the “movement.” 

The main body, of course, is the AFL-CIO. 
The group of unions outside the main body 
has been growing. They include the Coal 
Miners, the Longshoremen, the Teamsters, 
a couple of railroad unions, and some of 
lesser consequence like the Bakers, and the 
Laundry Workers, plus the groups that have 
always been unaffiliated. 

Numerically, these are no rival of the 
AFL-CIO, but they have a strategic import- 
ance in our commerce and our society, and 
their behavior is a public relations factor of 
critical consequence to all organized labor. 
The public tends to identify all labor with 
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the headline characters. That happens in 
other segments of our society. 

So, with these and other hazards in the 
back of my mind, I'll go ahead and talk 
about the labor movement without qualifying 
my statements every step of the way. 


Evolution of the Labor Movement 


In retrospect, one could say that what has 
happened to labor was inevitable. Labor has 
grown up in the image of business, so it has 
been making the same mistakes that business 
made. It’s just a generation or two behind. 

In business, we had the accumulation of 
wealth and power, conspicuous consumption, 
corruption, abuses of rights and privileges, 
and a public-be-damned attitude. Regulation 
followed. 

Now why has labor grown up in the image 
of business? The short answer is that labor— 
the mass of employees—accepted the business 
of private enterprise as a way of life. 

This is a theory of history that can be 
explained in two minutes. I assume that every- 
body concedes that the creation of labor 
unions was a response to a need. The only 
question then was what direction would the 
unions take. 

The Knights of Labor, which flourished for 
a while, was not a union, as we have come to 
know unions. It was an idealistic, cooperative 
movement that would have altered the course 
of our economic system had it gone on. 

So the A.F.L. displaced the Knights of 


Michigan Business J 


JULY, 


Labor. Then within the A.F.L. a Socialist 
movement flourished for a while. It withered 
and died. Most of those old Socialist labor 
leaders who still survive are avid advocates 
of the free enterprise system today. 

In the early days of the C.I.0., the Com- 
munists had a threatening foothold. They 
were expelled. They have no influence in labor 
any more. 

In other words, the labor movement has 
evolved out of a clash of ideas into what we 
know today as business unionism. The old 
ideological spirit and missionary zeal are far 
in the background, if not lost. 

So business should not scream too loud. 
It didn’t want the cooperative society pro- 
posed by the Knights of Labor; it didn’t 
want Socialism or Communism, so it got busi- 
ness unionism. Sometimes it is big business. 
The union leaders tend to identify with busi- 
ness leaders, so you get good ones and bad 
ones. 


The Impact of Success 


In a sense you could say that labor is a 
victim of its environment; but that carries 
the mechanical explanation so far that it 
absolves the bad labor leaders. On the other 
hand, perhaps it is asking too much to say 
that the labor leaders should have studied 
their history and learned from their counter- 
parts in business that excesses bring penalties. 

In a narrower perspective, the labor leaders 
are in trouble because they did not know how 
to handle success. They forgot that the public 
had given them special privilege because they 
were underprivileged. In 1935, the public 
gave the labor leaders a one-sided law, the 
Wagner act. The public blinked at sitdown 
strikes and violence. 

Labor got strong and sassy during the war 
and the rehabilitation. The Taft-Hartley law 
in 1947 should have taught the labor leaders 
a lesson. It didn’t. I think the labor leaders 
are still misreading the public’s temperature. 

Growing with the general prosperity, most 
of the unions got fat and rich. Many of the 
labor leaders behaved arrogantly and con- 
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sumed too conspicuously. They came to be 
trustees for great sums of money—a job they 
had never been trained to handle. The temp- 
tation to dip into the till became too great. 
Some became greedy. The racketeers moved 
in and have been making a good thing of it 
for themselves. 

Now I see nothing inherently bad in a 
labor leader getting $50,000 a year, a liberal 
expense account, and a twelve-cylinder car, 
assuming that the members have approved 
these in one way or another. That is not the 
trouble. The trouble is that the labor leaders 
forgot that when they achieved these privi- 
leges they graduated from the underprivileged 
class and have to accept the responsibilities 
of their new level in society. 


The McClellan Committee 


So we come to the McClellan committee. 
Or rather we came to it about a year and a 
half ago. 

The McClellan committee, as you know is 
the short form for a name as long as your 
arm. Its correct name is the Select Committee 
on Improper Activities in the Labor or Man- 
agement Field. Even the Congressional direc- 
tory got the name wrong. 

My week-day editor doesn’t recognize the 
name McClellan committee; insists on the full 
name, presumably on the theory that while 
McClellan’s time here is limited the committee 
may go on forever. 

Anyhow, you may remember that when the 
old McClellan committee—the Government 
Operations committee—summoned the Team- 
sters to a hearing in December, 1956, the 
Teamsters challenged the committee’s juris- 
diction. 

This was an astute tactical maneuver by 
McClellan, who promptly appealed to the 
dignity of the Senate. The Senate, without a 
murmur of dissent, created a new, special 
committee, with all the jurisdiction McClellan 
could possibly use. 

The Senate has given him over a half-mil- 
lion dollars, also without dissent, and there’s 
more where that came from. 


The committee has eight members; but— 
unlike the regular standing committees—it 
does not reflect the numerical party distribu- 
tion in Congress. It’s evenly divided between 
Republicans and Democrats. 

On balance, however, it’s conservative. Mc- 
Clellan saw to that, although there came a 
time, when the Kohler strike investigation 
came up, that he wished he had a majority 
of Democrats—any kind of Democrats. 


The Kohler Case Crisis 


It was the even party balance of the com- 
mittee that very nearly became the undoing 
of the committee in the Kohler case. Three of 
the four Republicans insisted on the Kohler 
hearings—right down to the order of wit- 
nesses—and the fourth went along out of 
party loyalty. 

McClellan resisted, but finally had to yield 
to the Republicans or see his committee 
wrecked. As a matter of fact, the crisis oc- 
curred over the order of witnesses. The Re- 
publicans said the first shall be last—meaning 
Reuther. 

If McClellan had not gone along, the Re- 
publicans either would have walked off the 
committee or despoiled it by accusations or 
insinuations that he was covering up for 
Reuther. 

Now, however, the committee is back on 
the track, or seems to be; and, as I mentioned 
a moment ago, it has a conservative majority. 
That majority is made up of McClellan, of 
Arkansas; Ervin, of North Carolina; Gold- 
water of Arizona, Curtis of Nebraska, and 
Mundt of South Dakota. 

Senator Church of Idaho has just replaced 
Pat McNamara as the member closest to the 
union leaders. Ives of New York, a Republi- 
can, and Kennedy of Massachusetts, are 
friendly to the labor leaders, without being 
in their pocket, although the labor leaders 
don’t always return the compliment. 


Investigation and Exposure 


There is no need to rehash the hearings of 
a year and a half. It is generally agreed, I 


believe, that the committee has done a spec- 
tacular job of investigation and exposure. 

It has forced the AFL-CIO to expel some of 
its unions; or, it might be fairer to say, the 
committee helped the Federation to expel 
some of its unions. 

The Federation has not put roadblocks in 
the committee’s way, except for a couple of 
sharp statements. 

And, of course, we have the codes of ethical 
practices now. What they are worth remains 
to be seen. 

Whether labor can cleanse itself reasonably 
well is quite a question. I think the top lead- 
ers are more willing to do it than they are 
able to do it, although some are not willing 
to go as far as some of us would like. 

On the other hand, one of these top leaders 
suggests privately that there ought to be such 
an investigation about every four years. I 
asked him why not a permanent Senate inves- 
tigating committee on labor. 

“No,” he said, “after a while you could get 
to the staff.” 

This same man favors the administration 
bill that would let a government man walk 
into a union office at any time, check the 
books, and prosecute the officers for false 
entries. 

George Meany, in his own way, has been 
saying that the McClellan investigation was 
useful to labor, although now and then he has 
had to let off a blast to reassure some of his 
boys, as well as himself, that he was not going 
soft. 

Meany concedes that the AFL-CIO alone 
could not have rooted out the evil found by 
McClellan, because Meany and Company has 
no power of subpoena or penalties for perjury 
at its command. 


Meany’s Position 


Meany is a man torn within by the pull 
and haul of opposing forces. On the one hand 
he is the honest, upstanding citizen who wants 
a decent world and a decent community. He 
led in the expulsion of the Longshoremen, the 
Teamsters, the Bakers, the Laundry Workers, 
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the suspension of the AFL Auto Workers, and 
others. The wisecrack of the day was that if 
Meany wasn’t careful he’d be president of 
the CIO. The editorial writers showered 
plaudits on Meany, the statesman. 

On the other hand, there is the Meany 
with an overriding sense of loyalty to the 
labor movement, come hell or McClellan; a 
Meany suspicious by experience of all edi- 
torial writers. He had fought off attackers for 
so many years it had become a reflex action, 
whenever labor was criticized, to throw a 
haymaker. 

This fighting nature, which sometimes takes 
gross forms, is reinforced by pressure from 
many of his unions. Some of the building 
trades unions, for example, feeling the heat, 
were circulating secession threats and gossip 
of a slanderous nature about Meany because 
they thought he was too passive about the 
McClellan committee. 

Not all this pressure on Meany has come 
from the old-line corrupt, or semi-corrupt 
unions. When the McClellan committee issued 
its year-end report, it was Reuther who in- 
sisted on a denunciatory statement by Meany. 

Reuther was then in the midst of the Kohler 
hearings and feeling pretty bitter. Reuther, 
however, as I understand it, had nothing to 
do with the content of the Meany statement 
that finally came out. Many of labor’s friends 
found it more intemperate than the McClellan 
report warranted. 


Labor, Alone, Cannot Cleanse Itself 


My point was, though, that the Ethical 
Practices Committee, and the Federation, has 
trailed the McClellan committee; has never 
been ahead of it, although it has had more 
than one opportunity to move ahead. 

It knew, for example, about the corruption 
in the United Textile Workers, but waited 
for the McClellan committee to bring it out 
in the open. 

It knows of other corruption, although per- 
haps is not in a position to prove it. 

It is easy to criticize the Ethical Practices 
Committee, but it is an ugly assignment. Jury 
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duty soon loses its novelty, especially when 
the man in the dock is a friend, or an amiable 
acquaintance, of long standing. 

On the other hand, it is rather transparent 
for a member of the committee, or any labor 
leader, to argue against legislative reform on 
grounds that the McClellan committee has 
found corruption in only X number of places. 

The easy answer is that the McClellan com- 
mittee is still young. Give it time and it will 
find considerably more corruption. 

So I’d have to conclude that labor, work- 
ing alone, can not cleanse itself; that investi- 
gation and legislation are necessary. 

How far the legislation should go is another 
matter. For that matter, how far should the 
investigation go? 

I remember when the committee’s investiga- 
tion of the Operating Engineers was drawing 
to a close, or seemed to be. I said to young 
Bob Kennedy, the committee’s chief counsel: 
“How about so-and-so?”—mentioning a cer- 
tain labor leader. 

“What about him?” asked Kennedy. 

“He’s supposed to be a millionaire,” I said. 

“Well, I can’t be against that,” said Ken- 
nedy. 


Outlook for Legislation 


The prospects for legislative reform are not 
good this year. I wouldn’t say impossible, but 
I’d wager odds against it. 

It’s an election year and many members 
of Congress are skittish about a big fight with 
a major pressure group at this late date. 
They want to get away and campaign. 

Oddly, it’s the House that is the laggard. 
It used to be the other way around. 

Major legislation takes a long time, and a 
good thing, too. If the Senate had adopted 
some of the undigested stuff proposed on the 
floor a couple of weeks ago as amendments to 
the welfare and pension fund bill, we would 
have a rather sloppy mess that should alarm 
even some businessmen. 

The two big areas of legislative agitation in 
this field are financial responsibility and 
democratic procedures. 
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On this matter of democratic procedures, 
the spokesmen for business in Congress might 
be well advised to slow down. Senator Know- 
land and Senator McClellan, for example, 
propose so much democracy that a tiny, dissi- 


think that’s cockeyed, try running Detroit by 
the town meeting system. 

I would say that next year would bring a 
labor reform law for sure, except that I want 
to see the election returns first. The political 


experts tell me it’s a sure-fire Democratic year. 
If we get a big Democratic majority in Con- 
gress, the labor bill is likely to be quite mod- 
erate. And I’m not sure that’s such a bad 
thing. 

It’s funny, you know, but it’s the most 
conservative people who are demanding the 
most revolutionary things for the labor move- 
ment. | 

They ought to remember that labor is busi- > 
ness now. Labor is going to have to submit | 
eventually to the rules and responsibilities of 
business that are logically and realistically 

Union leaders must be responsive to their applicable to unions. For this, it might be 
members, but democratic procedures can be wise to use the conservative, business ap- 
legislated to impractical extremes, and if you proach. 


| dent minority could keep a union in constant 
turmoil. 

It’s been my observation that when an 
| employer has to do business with a union, his 
first concerns are stability and reasonableness. 
| As a bargainer, he has little concern with the 
| union’s democracy, so long as the union and 
its agent have the other two qualities. 

The coal industry is one example of that. 
The mine workers have no democracy, but 
the operators dread the day when John L. 
Lewis cashes in. 


A NEW BOOK ON HUMAN RELATIONS 


Calhoon, Richard P., Noland, William E., and Whitehall, Arthur M. Jr., Cases on 
Human Relations in Management. McGraw-Hill Book Company, 1958. 439 p. $6.00. 
This book is a collection of 75 well written case situations which depict a variety of 

interpersonal problems encountered in organizational settings. These settings include 

the general management group, and such departments as marketing, production, person- 
nel and accounting. 

The cases reflect the disciplines and interests of the authors in administrative philoso- 
phies, communications, formal and informal organization, the individual’s personality, 
and his adjustment to the group in which he works. The cases are taken from manufac- 
turing as well as non-manufacturing industries, and are the result of extensive field 
research from 1954 to 1957. 

In addition to the cases, the book includes an introductory section which is designed 
to be an aid to careful analysis of the variables involved in case material. Also, there is 
a short but fairly complete statement on the case method of studying business organiza- 
tion which is applicable to both students and businessmen using the book. 

The authors state: “Each case in this collection is drawn from an organization of 
people at work. The specific organization may be a factory, retail store, bank, telephone 
company, hospital, or any other institution. The situation described may have its physical 
locus in the production area, shipping room, accounting office, personnel department, or 
executive suite. The people involved are real people; the problems described are actual 
problems. To our knowledge, there has been no ‘armchairing’ or ‘doctoring’ of the record 
to prove a point, illustrate a principle, or develop a pet theory. To do so, we are con- 
vinced, would be totally incompatible with the objectives of the case method as we 
see them.” 
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@ Business education is a factor in determining 
our nation’s response to Russia’s challenge. 


Trends in Education for Business 


N order to set a perspective for considering 
the subject of trends in business education, 
we should direct our attention to the magni- 
tude of the problems which business leaders 
and business educators alike face at this junc- 
ture of our history. About a year ago one of 
my Foundation colleagues raised the question: 
Why worry about business education anyway 
when we already have an economic system 
which is more efficient than any other in the 
world? That was two Sputniks and one re- 
cession ago. What might have seemed good 
enough to him then is clearly not good enough 
now. 

It has occurred to me that the most effec- 
tive device for establishing this perspective in 
sharp focus—even dramatically—is to quote 
rather extensively from two recent state- 
ments of men whose access to well-doc- 
umented information would impress any 
thoughtful American. 


The Challenge of Russian Growth 


Allen Dulles, Director of the Central Intel- 
ligence Agency, has recently stated:' “Today 
the Soviet Union . . . is directly challenging 
the United States in the fields of industrial 


* Speech by Allen W. Dulles before the United States 


= of Commerce, 28 April 1958, Washington, 
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development and foreign trade [as well as in 
other fields] . . . They are setting goals for 
their own domestic production to compete 
directly with our own.” In the words of 
Krushchev himself, the Soviet goal is “catch- 
ing up and surpassing the United States in 
per capita production within the shortest pos- 
sible historical period of time.” 

“Since 1928 the Soviet Union has devel- 
oped rapidly from a predominantly agri- 
cultural and industrially under-developed 
country to the second largest economy in the 
world.” The Soviet economy has been growing 
at a rate about twice that of the United 
States economy—about six to seven per cent. 
But the annual growth of industry has been 
between ten and twelve per cent. The Rus- 
sians have already made and can make further 
real concessions to consumer demands or de- 
sires “without fundamentally altering the 
general tempo of their present industrial and 
military programs.” Surely we must not under- 
estimate their “very real achievements, their 
growing power, and their rapid rate of 
progress.” 

Dulles described the situation succinctly in 
the following sentence: “Here we have the 
most serious challenge this country has ever 
faced in time of peace.” He then went on to 
say that “As this challenge is very largely 
based on the economic and industrial growth 
of the Soviet Union, it is one which concerns 
very directly the business leaders in our 
country”—and I would add with great em- 
phasis, the business, engineering and science 
educators of our country. 
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Our Total Relative Strength 


Rowan Gaither, author of the still-secret 
Gaither report, said in a recent speech:? “We 
face real needs and hard choices. So let us first 
of all do away with the soft words.” 

“America must view its strengths and weak- 
nesses in the time perspective of the remaining 
years of the Twentieth Century, in the social 
perspective of what we want America to be, 
in the politico-military perspective of the 
external threats to our values and principles, 
and in the humanitarian perspective of our 
acknowledged responsibilities to mankind 
everywhere.” 

In this total perspective Gaither stated that 
he is alarmed, that in his own words: “the 
relative strength of the United States is not 
adequate to these historic responsibilities.” 
Refusing to play the role of gloom prophet, 
however, he went on to say: “There is time 
to repair this situation and to build our rela- 
tive strength—if we act decisively and act 
now. The United States is the world’s most 
powerful nation today. If we act now it will 
remain the most powerful nation in the future 
. . . We dare not comfort ourselves with 
hollow hopes. 

“Our total relative strength is the key to 
the future. This strength at any given moment 
is a compound of many factors—populations, 
economic forces, scientific achievement, mili- 
tary capability, industrial progress, educa- 
tional commitments. Communism’s strength 
relative to the free world is based on the 
same factors. 

“The communist world and the free world 
are two dynamic systems at work, moving at 
different rates of speed, taking different turns, 
and driving ultimately toward ideological 
goals which are diametrically opposed. 

“If we are to plan with any degree of hard 
realism, we must expect the Russians not 
only will maintain but actually will increase 
their rate of forward industrial and economic 


* Address by H. Rowan Gaither, Jr., Chairman of 
the Board of RAND Corporation and Chairman of 
the Trustees of the Ford Foundation, at California 
Institute of Technology, on 12 April 1958. 
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development. There are 40 years of astonish- 
ing history, 40 years of explosive industrializa- 
tion, to support this belief. And let us not 
underestimate the potential power of Red 
China. It is on this basis that I must conclude 
that our relative strength is ebbing. 

“, .. the security of the United States and 
the free world depends upon the ability of 
our nation and our allies to maintain economic 
strength and viability. We know the counter- 
pull of economic weakness and debility. A 
strong economy is basic to national wel- 
fare...” 

This is the challenge. The specific question 
before business educators is: how can educa- 
tion for leadership in business and industry be 


substantially strengthened? 
Broadening the Training 

What are the directions in which progress 
is being made in education for business com- 
petence and responsibility? Business educa- 
tion has been a major concern of The Ford 
Foundation since 1954 when its Program in 
Economic Development and Administration 
was established. Over that time we have ob- 
served the scene carefully and have had an 
opportunity to support a number of the ex- 
perimental programs, some of which are al- 
ready beginning to bear fruit. It is possible 
today to make a series of significant observa- 
tions about the trends in business education. 

First, business schools, at least the leading 
ones, are abandoning the narrow, vocational 
approach that has characterized this field in 
the past. Many business schools were estab- 
lished years ago to train individuals for 
careers in accounting, purchasing, or market- 
ing—by teaching them the techniques of the 
trade. It is being recognized increasingly, how- 
ever, that the business firm is a better place 
than the business school in which to learn 
“how-to-do-it” techniques. 

Persons who bring to business little more 
than training in specific techniques are not 
equipped to meet the ever changing needs of 
our economy. More important, such persons 
have not been provided with the essential 
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educational qualifications for business leader- 
1 a number of business schools are 
revising their curricula in the light of modern 
knowledge and business requirements. There 
is increasing recognition of the relevance of 
disciplines that are basic to the professional 
area of business education. The relevance of 
economics has always been apparent; indeed, 
business administration has sometimes been 
thought of as merely synonymous with “ap- 


- plied economics.” Serious and imaginative 


attention to the application of other disci- 
plines, such as other social or behavioral 
sciences, mathematics and science is of rela- 
tively recent origin. 


Requirements for Business Leadership 

Yet Alfred North Whitehead in The Aims 
of Education,’ published in 1929, described 
the contribution of broad educational training 
to a business career in this way: “Today 
business organization requires an imaginative 
grasp of the psychologies of populations en- 
gaged in differing modes of occupation; .. . 
It requires an imaginative grasp of the inter- 
locking interests of great organizations, and 
of the reactions of the whole complex to any 
change in one of its elements. It requires an 
imaginative understanding of laws of political 
economy, not merely in the abstract, but also 
with power to construe them in terms of the 
particular circumstances of a concrete busi- 
ness. It requires some knowledge of the habits 
of government and of the variations of those 
habits under diverse conditions. It requires an 
imaginative vision of the binding forces of 
any human organization, a sympathetic vision 
of the limits of human nature and of condi- 
tions which evoke loyalty of service. It re- 
quires some knowledge of the laws of health, 
and of the laws of fatigue, and of the condi- 
tions for sustained reliability. It requires an 
imaginative conception of the role of applied 
science in modern society.” One can readily 
recognize, then, that the potentiality was 

*Quoted by Robert A. Goldwin and Charles A. 


Nelson, Editors, Toward the Liberally Educated Ex- 
ecutive, (Fund for Adult Education, 1957), p. 33. 
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sensed long before much thought, let alone 
action, was directed at achieving this connec- 
tion between the professional field and its 
underlying disciplines. ; 

A few undergraduate schools of business 
have attempted recently to integrate training 
in the social sciences and humanities with the 
traditional courses in business administration 
rather than treat the liberal arts and profes- 
sional segments of the total curriculum leading 
to a bachelor’s degree as more or less separate 
compartments. Much more can be done to 
“liberalize” the teaching of business courses. 
For example, a course in business law can be 
a means for transmitting a set of legal rules 
or it can be used as a liberating vehicle in 
education with emphasis on moral and ethical 
values as they are applied by individuals in 
the business setting. 


Less Specialization, More Research 


Third, many, if not most, business schools 
are reconsidering the value of a large number 
of courses in specialized subjects which have 
proliferated over the years. Curriculum changes 
appear to be uniformly in the direction of less 
specialization. As one example, statistics, 
budgeting, forecasting, reporting, quality con- 
trol, recording and operations research are 
being experimentally combined under the 
more general field of quantitative methods in 
business. 

Fourth, the leading business schools are be- 
coming increasingly research-oriented. It is 
not enough merely to provide training in busi- 
ness practice, even the currently best business 
practice. It is the function of the business 
school to make it possible to improve both 
business policy and practice—to lead, not to 
follow. This can only come through research. 

There are a number of reasons for the lack 
of a research tradition in most business 
schools. Let us consider just two. First, in the 
past, a substantial proportion of faculty mem- 
bers of business schools have not had training 
in research methods such as are an integral 
part of all good doctoral programs. In this 
connection it is interesting to note that one 
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of the standards for membership in the 
American Association of Collegiate Schools of 
Business provides for at least fifty per cent of 
the teaching credit hours to be taught by full- 
time faculty members having a so-called 
“terminal degree”; only a minor part of the 
teaching credit hours may be taught by part- 
time teachers. A second reason for the lack of 
basic research in business schools has been 
the large amount of time devoted to consult- 
ing activities on the part of faculty members 
who are qualified for research. 

As a small, but we hope not inconsequential, 
contribution to remedying these defects in 
business education, the Ford Foundation 
inaugurated three years ago a Fellowship 
Program in Business Administration and 
Economics. Fellowships are offered on a 
national competitive basis to doctoral can- 
didates; the objective is to increase the supply 
of university teachers with terminal training 
in these fields. For those who already hold 
the doctorate, faculty research fellowships are 
offered for the dual purpose of strengthening 
teaching and facilitating the completion of 
promising research on economic and business 
problems. Grants totalling approximately two 
million dollars have been made to more than 
fifty universities in the first three years of 


the program. 


Enlarged Doctoral Programs 

Fifth, a number of graduate schools of 
business administration are devoting more 
resources to their doctoral programs with a 
view to improving both teaching and research. 
The results of their efforts will, of course, 
have both a near-term and long-term effect 
on all of business education. 

The Ford Foundation has already contrib- 
uted to the financial support of a selected 
number of privately supported universities 
which offer doctoral programs. Each repre- 
sents a different overall approach to business 
education. A relative newcomer to this field, 
the Graduate School of Industrial Administra- 
tion at the Carnegie Institute of Technology, 
has developed a fresh and imaginative pro- 


gram which deals with management problems 
in terms of the basic academic disciplines 
involved—the social sciences, mathematics, 
the sciences, and engineering. The re-invigor- 
ated graduate School of Business at the Uni- 
versity of Chicago is embarking on a program 
which will be largely oriented toward the 
integration of social and behavioral sciences 
with the professional area of business adminis- 
tration. A unique feature of the revised pro- 
gram of the Columbia Graduate School of 
Business is the establishment on an experi- 
mental basis of a professorship in philosophy 
for business as part of its emphasis on what 
might be described as a “societal approach” to 
the area of business administration. The 
Harvard Business School has been for many 
years the recognized leader in the develop- 
ment and use of the case method of instruc- 
tion in business education. Without diminishing 
its interest in that approach at the MBA 
level, it is now adding a strong theoretical 
emphasis for its doctoral program, especially 
in the areas of economic analysis, behavioral 
sciences, and statistical methodology. 


Emphasis on Basic Theory 


Common to all of these program develop- 
ments is an emphasis on the basic theory of 
the disciplines underlying business adminis- 
tration, notably mathematics, and the social 
and behavioral sciences. Perhaps the greatest 
possibility for developing a scientific body of 
knowledge on business administration lies in 
this direction. Let me illustrate what I mean. 
Recently a conference of specialists in quanti- 
tative controls was called for the purpose of 
determining the research needs in their area 
of interest. One might have expected such a 
group to concentrate on what resources and 
organizational arrangements were required to 
improve the techniques of accounting, statis- 
tics, or mathematics. As it turned out, there 
was virtually no discussion of techniques. In 
order to determine whether the techniques of 
control were adequate or might be improved, 
it was generally agreed that one must fully 
understand the purposes for which the con- 
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trols are to be used. Some believed that em- 
phasis should be placed upon design of the 
information systems of the firm in order to 
improve management control and decision 
making. Others felt that even this concept 
was too narrow and that it should be broad- 
ened to take account of how human beings 
respond to controls. It was the consensus that 
such issues must be resolved before proper 
techniques can be perfected. 

The significance of broad generalization or 
theory to business administration was well 
expressed in a recent statement by Professor 
Jay W. Forrester, who invented the Whirlwind 
digital computer, and is now Professor of 
Industrial Management at the Massachusetts 
Institute of Technology: 

“Tf a human activity is to develop the 
status of a profession, it must discover the 
underlying principles which unify its separate 
aspects. It must develop a basic theory of 
behavior. It must learn how to convert experi- 
ences and particular case examples into a con- 
tribution to this general theory. And, finally, 
it must be able to use the basic principles of 
the theory as a useful practical guide for 
explaining and solving new problems as they 
arise. By accomplishing these, management 
will become a true profession during the next 
generation.”* 


Seminar in New Developments 


In order that more teachers in schools of 
business administration might be effectively 
acquainted with some of these and other new 
developments, the Ford Foundation last year 
supported an experimental summer seminar 
in “New Developments in Business Adminis- 


‘Jay W. Forrester, Industrial Dynamics—Under- 
standing the Forces Causing Industrial Fluctuation, 
Growth, Stability, and Decline. Manuscript to be 
published in the July-August 1958 issue of the 
Harvard Business Review. 
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tration.” This was held on the Williams 
College campus, with an inter-institutional 
staff and senior faculty members from thirty- 
five schools of business as participants. The 
responses to this program were so enthusiastic 
that similar, though not identical, seminars 
are being planned for the summers of the 
current and two succeeding years. 

Sixth, most of the leading schools of busi- 
ness and many others have added “advanced 
management” or “executive” programs in 
recent years. This constitutes a recognition of 
the “continuous voyage” concept of education 
for the business executive and of the fact that 
motivation for learning is different at different 
stages of a person’s career. The principal ob- 
jective of all such programs is a dual one: to 
despecialize the specialist executive and to 
broaden his intellectual horizons so that he 
may better meet his multifarious top manage- 
ment responsibilities, both within and outside 
his firm. A wide variety of programs has been 
used by the schools in approaching this objec- 
tive and they are under constant scrutiny for 
possible improvement. 

We may reasonably expect that the new 
ideas or new and promising attacks on essen- 
tially old ideas will have an increasingly wide 
impact. In this process of spreading, improve- 
ments and adaptations can and should be 
made. But there must be an increased flow of 
essentially new ideas and new concepts. And 
ways must be found to give them a fair trial. 

As indicated at the outset, the stakes are 
high. Business administration must continue 
to be a highly dynamic concept and process. 
It should be built increasingly upon rigorous 
basic research and on forward-looking, vigor- 
ous teaching in our colleges and universities. 
Success in this area will largely determine 
whether the challenge to our nation’s basic 
security is met. 
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Michigan Business Indicators | 
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BANK DEBITS—THE MOST ALL INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Lower 
peninsula bank debits, after a decrease in April, started to rise again in May. 


MILLIONS OF DOLLARS 
120 


60 
40 
MICHIGAN BANK OEBITS 
18 CITIES-UPPER PENINSULA 
(ADJUSTED FOR SEASONAL VARIATION ) 4 
O88 1952 1953 1954 1955 1956 1957 1958 


UPPER PENINSULA BANK DEBITS—Upper Peninsula bank debits dropped off in April, but 
rose sharply in May. 
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ELECTRIC POWER CONSUMPTION 


(INDUSTRIAL) 
‘ 4 IN TEN MICHIGAN CITIES » 


1951 1952 1955 1954 1955 1966 1957 1956 


POWER CONSUMPTION-—Industrial Power Consumption stopped declining and rose very slightly 
during the months of both April and May. 
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MICHIGAN EMPLOYMENT-—Total employment of wage and salary workers continued to fall off 
gradually during both April and May. 
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@ The facts and what they mean. 


Consumer vs Business Spending 
as a Destabilizing Factor 
in the Current Recession 


few brief months ago, the U. S. economy 

was riding an expansion wave which had 
already carried it from a $361 billion level of 
production in 1954 to $440 billion in the 
third quarter of 1957. This exceedingly rapid 
rise led many observers to anticipate an out- 
put of $445 billion for the current year. 
However, the dramatic changes of the past 
nine months have altered the actual course 
of events, and today we find the economy 
settling around a $420 billion rate, more than 
4 per cent below the peak rate in the July- 
September quarter of last year. Unemployment 
is 2% million above the corresponding month 
last year, industrial production has dropped 
12 per cent, and profits have fallen an esti- 
mated 35.40 per cent. 

Why have these changes occurred? What 
caused the trend of demand and income to 
alter from upward to downward? These are 
questions which regularly arise in any dis- 
cussion of business conditions today; and 


there are a number of serious misconceptions 


regarding the sources of contraction in overall 
demand. 
Consumer Spending 
Is the present recession a buyers’ strike, as 
alleged by some analysts? If this is taken to 


About the Author— 

Dr. Gies, Associate Professor of Finance in this 
School, where he teaches courses in Business Condi- 
tions, presented this paper at the Twenty-Eighth 
Alumni Conference of this School, in Ann Arbor, on 
May 10, 1958. 


Thomas G. Gies 


mean a general unwillingness to purchase 
goods and services, the answer must be em- 
phatically negative. Consumer buying since 
the beginning of the recession—usually dated 
in the third quarter of 1957—has declined 
slightly less than in proportion to disposable 
income. Dollarwise, consumption expenditures 
have been reduced only $2.4 billion, or in 
percentage terms by less than 1 per cent. 
Scarcely one-seventh of the contraction in 
total spending is directly traceable to reduced 
outlays for consumer goods. 

Nondurables and Services. Undoubtedly 
many observers have been surprised to find 
that spending by consumers for nondurables, 
such as food and clothing, and for services, 
such as medical care, utility services, etc., has 
actually increased this year over the final 
quarter of 1957, after recognizing seasonal 
influences. Following a contraction from the 
third to the fourth quarter of 1957, nondur- 
ables expenditures returned to the postwar 
expansion trend in the first three months of 


_ 1958, rising nearly $1 billion at annual rates. 


Spending for services has increased in each 
of the last two quarterly periods and in the 
early months of this year was $2 billion above 
the third quarter 1957 level on an annual 
basis. 

Consumer Durables. The principal element 
responsible for such change as has occurred 
in consumption is, of course, automobiles and 
household durables. Purchases in this area 
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have fallen $3.5 billion since the third quarter 
of last year, more than the total decline for 
consumption spending. While these reductions 
have extended over a large group of consumer 
hard goods, about three-fourths of the decline 
has been in automobiles. 

Interpretation of this development requires 
recognition of trends in durable goods in 
recent years. From a low of $28 billion in the 
final quarter of 1953, outlays for durables 
rose approximately 30 per cent to a seasonally 
adjusted annual rate of $37.2 billion in the 
third quarter of 1955—the “year of the auto.” 
This proved to be an unsustainably high 
level, however, and during the succeeding 
twelve months, as car demand returned to 
lower levels, durable goods spending con- 
tracted $4.2 billion. Subsequently, renewed 
growth beginning in mid-1956 carried pur- 
chases to a secondary peak in the initial 
quarter of 1957, when durables were taken 
at a $35.9 billion annual rate. 

Thus the reduced level of the first quarter 
1958 represented continuation of a drop 
which actually began a year earlier, and six 
months before the beginning of the general 
business decline. It is important to note also 
that the 1957-58 decline ($4.4 billion) was 
virtually identical in magnitude with the 
1955-56 contraction of durables spending. 

Personal Income. The fact that contraction 
of consumer outlays has been of such moder- 
ate order is impressive. The explanation rests 
in large part on the fact that disposable 
(after-tax) income has been very well-main- 
tained. In the first three months of 1958, 
after-tax income of individuals was only $3.2 
billion below the all-time record level of July— 
September 1957, and was $4 billion above the 
corresponding months last year. Support for 
incomes in this period of declining employ- 
ment has come from higher social security 
payments, unemployment insurance, and other 
public and private sources. In all forms, trans- 
fer payments have offset about $3 billion of 
reduction in personal income. Further, per- 
sonal income tax payments have dropped 
anotler $600 million, thereby tending to main- 
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tain the level of disposable personal income. 
Finally, it might be noted, families appear to 
have maintained consumption outlays to some 
degree at the expense of savings programs. 
Contrary to implications drawn from the re- 
cent jump in savings deposits at banks, per- 
sonal saving as a proportion of disposable 
income has declined rather than increased 
since the beginning of the recession. 


Capital Outlays 

One of the early indicators of the serious- 
ness of the present recession was the an- 
nouncement last fall that business spending 
on plant and equipment would be significantly 
reduced in 1958. Accordingly, little surprise 
was occasioned by the drop of $3.7 billion in 
the annual rate of capital expenditures from 
the third quarter 1957 to the first quarter 
1958. More recently, the joint Commerce De- 
partment-Securities Exchange Commission 
survey of investment plans—released in 
March—revealed that business expects to 
reduce plant and equipment outlays for 1958 
by a total of $5 billion, or 13 per cent from 
1957 levels. In some industries, anticipated 
reductions range well over 25 per cent, while 
in others—notably public utilities—schedules 
call for continued expansion in outlays. 

The planned reduction of $5 billion from 
the 1957 aggregate means that still further 
reductions of long term capital outlays are in 
the works. In order to bring the total for the 
entire year $5 billion below that for 1957, a 
further decline from the first quarter rate of 
$34 billion must be anticipated. Successive 
quarterly reductions to a level around $30 
billion are implied in current plans for an 
annual total of $32 billion. 


Inventories 


More important even than the sizable re- 
ductions of plant and equipment spending in 
explaining the lower pace of activity have 
been the efforts of businessmen to reduce 
inventories. During the fourth quarter of 
1957, inventory liquidation was initiated at 
a $2.7 billion annual rate. The liquidation 
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process gained momentum toward the end of 
the year and in the first quarter of 1958 
attained a record rate of $9.0 billion, on an 
annual basis. The change in inventory hold- 
ings provides a measure of the impact of this 
factor on current output. To the extent that 
orders are being filled from shelf-stocks, that 
is, from output of an earlier period, current 
demand is not being translated into produc- 
tion. In this sense, about $12 billion, or 74, 
of the $18 billion reduction in total output 
between the third quarter 1957 and first quar- 
ter 1958 can be accounted for by inventory 
decisions alone. 

The present liquidation represents the 
termination and reversal of an inventory 
expansion which began more than three years 
ago. In the final quarter of 1954, inventory 
growth got underway at the comparatively 
modest annual rate of $500 million. This soon 
accelerated in 1955, however, and amounted 
to $4.2 billion for the year as a whole. In 
1956, another $4.6 billion was added to busi- 
ness inventories. Though a slowdown appeared 
briefly in the early months of 1957, accumu- 
lation was resumed at a $3 billion annual 
rate in the second and third quarters of the 
year. By last October, business inventories 
totaled $91.3 billion, $14.4 billion above their 
1954 level. Despite this rise, no notable 
change had appeared in the ratio of stocks to 
sales. Inventories as a whole represented 
about 48 days sales, compared with an aver- 
age of 47 for the five years 1953-57. 

While the decline in inventories has been 
widespread, the brunt of liquidation has ap- 
peared in steel, construction materials, and 


fuels, and has been especially apparent at the 
manufacturer level. At the end of March, 
following six months of liquidation, manufac- 
turers’ stocks were $2.2 billion below the peak 
level of last September. Despite this substan- 
tial using up of shelf-stocks, the drop in 
sales volume left inventory-sales ratios above 
year-end levels. The aggregate decline thus 
far is slightly more than half the decline in 
manufacturers’ inventories during the 1953-54 
recession. Approximately twelve months was 
required to complete the inventory adjustment 
in that period and stocks were reduced by a 
total of $4.2 billion. 

Further insight into the adjustment process 
can be gained by noting the stage of produc- 
tion at which changes have taken place. Pur- 
chased materials, the most easily controlled 
element of manufacturers’ inventories, showed 
indications of decline very early in 1957. 
Durable goods manufacturers, particularly, 
began a reduction of purchased materials 
eighteen months ago, and judging by reports 
for more recent periods completed this process 
by early 1958. By contrast, goods-in-process 
inventories continued to rise until August of 
last year and final product stocks did not 
reach a peak until the year end. The major 
part of recent reductions in manufacturers’ 
inventories has been goods-in-process, which 
on the latest reporting date were back to 
September—October 1956 levels. Final product 
inventories, whose liquidation began much 
later, were only slightly below the record year 
end levels and apparently have some distance 
to go before coming into balance with current 
reduced levels of sales. 


UNDERSTANDING PEOPLE 


And here’s a simple idea which opens an entirely new avenue of understanding of 
—— Apply it this morning and see what happens. As a supervisory, department 


ead or manager, 


REMEMBER TO BE KIND TO ALL PEOPLE WITH WHOM YOU ASSOCIATE 
and ESPECIALLY THOSE UNDER YOUR SUPERVISION . . . because: 

You never know how big a load that person is carrying. And if you only knew the 
personal side of his problem, I’m sure your method of dealing with that person would 


be different. 


—Hilton D. Shepherd, Jots ’n Jolts, January, 1958 
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@ A major factor affecting one of the 
nation’s largest industries. 


How Will Easy Money 
Affect Home-Building? 


T is a well known fact that the automobile 
industry is one of the key industries of our 
economy. It is not so well known, however, 
that the home-building industry is bigger than 
the car-building industry. In 1955, when 
automobile production hit its peak, the indus- 
try turned out close to 8 million passenger 
cars, valued at $12.5 billion. In the same year, 
the home-building industry started construct- 
ing more than 1.3 million private dwelling 
units at an estimated expenditure of $14.4 
billion. In terms of the value of final products, 
the home-building industry, therefore, was 
about 20 per cent more important than the 
automobile industry. 

The home-building industry, like the auto- 
mobile industry, is very sensitive to cyclical 
influences. In the current recession, private 
housing starts have already declined from an 
annual rate (seasonally adjusted) of 1.1 mil- 
lion units in August, 1957, to an annual rate 
of .9 million units in March, 1958—a drop of 
almost 20 per cent. A speedy upturn in hous- 
ing starts, of course, would contribute greatly 
to the process of economic recovery. This 
brings up two questions of current interest: 
(1) How sensitive is the demand for housing 
to a general loosening of credit? (2) Can the 
recent shift from tight money to easy money 


About the Author— 

‘Dr. Mao is Assistant Professor of Finance in this 
School, where he teaches courses in Money and 
Banking, and Real Estate Finance. He presented this 
paper at the Twenty-Eighth Alumni Conference of 
this School, in Ann Arbor on May 10. 
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be counted on to bring about a speedy upturn 
in housing starts? The purpose of this paper 
is to answer these two related questions. 


Easy Money and the Demand 
for Housing 


How sensitive is the demand for housing 
to a general loosening of credit? Although 
this question has been the subject of a number 
of empirical investigations, the results so far 
have been inconclusive. However, it can be 
reasonably argued that the demand for hous- 
ing is sensitive to changes in monetary forces. 
To develop this argument, let us analyze the 
process through which easy money stimulates 
housing demand. 

One of the effects which easy money exerts 
on housing demand is felt through the level of 
interest rate. Thus, in a survey recently con- 
ducted by the Wall Street Journal, it was 
found that the current over-supply of loanable 
funds has already forced many lenders to cut 
the interest rate on their conventional mort- 
gages from a firm 5% per cent to a weak 5 
per cent. As Table 1A shows, on a $10,000, 
15-year loan, this cut of % per cent (from 
5%% to 5%) would reduce the monthly 
mortgage payment by $2.63. And if the rate 
were to drop another 4 per cent, the monthly 
mortgage payment would be reduced by an 
additional $2.58. Easy money, therefore, stim- 
ulates housing demand first of all because it 
reduces one of the costs of ownership—name- 
ly, the price of borrowed money. 


Now, if interest rate were the only channel 
through which easy money affected housing 
demand, then we would have to admit that 
monetary forces have only a weak effect on 
housing demand, since a reduction of a few 
dollars in monthly payment brought about by 
a change in the rate of interest is not likely to 
alter materially a potential buyer’s effective 
demand for housing. 

Fortunately for the housing industry, how- 
ever, the impact of easy money on housing 
demand is felt in two other ways: (1) through 
its effect on mortgage terms, and (2) through 
its effect on lenders’ credit standards. 


TABLE 1. Errects oF EAsy Money ON 
MortcacE FINANCING 
A. Interest Rate and Monthly Mortgage Payment 
(Assumptions: Amount Borrowed = $10,000; 
Term = 15 Years) 


Interest Rate 4% 4%4% 5% 54% 6% 


Monthly 
Mortgage 
Payment 


$73.97 $76.50 $79.08 $81.71 $84.39 


B. Term, Monthly Mortgage Payment, and 
Net Income Needed to Qualify 
(Assumptions: Amount Borrowed = $10,000; 
Interest Rate = 514%) 


Term 15 Years 20Years 25 Years 


Monthly Mortgage $81.71 $68.79 $61.41 
Payment 


Minimum Monthly Net $544 $459 $410 
Income Needed to Qualify’ 
* Calculated on the assumption that the mortgagor 


should not spend more than 15 per cent of his net 
income on mortgage payment. 


C. Credit Standard and Borrowing Capacity 
(Assumptions: Net Income of Mortgagor = $410 per 
month; Interest Rate = 514%; Term=25 Years) 


Credit Maximum Monthly Maximum Borrowing 


Standard Mortgage Payment Capacity 
#1 $61.41 $10,000° 
#2 $73.80" $12,000° 


* Calculated on the assumption that the mortgagor 
should not spend more than 15 per cent of his net 
income on mortgage payment. 

? Calculated on the assumption that the mortgagor 
should not spend more than 18 per cent of his net 
income on mortgage payment. 

* Approximately. 
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According to the same Wall Street Journal 
survey, growing competition for mortgages 
during the past couple of months has forced 
many lenders to extend the term on their 
conventional mortgages from 15 years to 20 
years, and in some cases even to 25 years. 
But as Table 1B shows, on a 544%, $10,000 
loan, extending the term from 15 years to 25 
years reduces the monthly mortgage payment 
from $81.70 to $61.41—a reduction of $20.29, 
That this is a significant reduction becomes 
obvious when one realizes that to qualify for 
a 514%, $10,000 loan on a 15-year basis, the 
potential mortgagor must have a minimum 
net income of $544; whereas, to qualify for 
the same loan on a 25-year basis, he must 
have a minimum net income of only $409. 
Lengthening mortgage terms, therefore, stimu- 
lates the demand for housing by boosting the 
potential home buyer’s capacity to borrow. 

There is still another channel through which 
easy money stimulates housing demand: 
namely, through its effect on the credit stand- 
ards of mortgage lenders. To illustrate, let us 
say that the Average Bank’s normal credit 
standard requires that a potential mortgagor 
spend no more than 15 per cent of his net in- 
come on mortgage payment. A person with a 
net income of $410 per month will be per- 
mitted to spend up to $61.43 per month on 
mortgage payment, just enough to qualify for 
a 51%4%, 25-year, $10,000 loan. (See Table 
1C). Now, suppose easy money prevails, and 
the Bank relaxes its credit standard by raising 
the maximum permissible mortgage payment 
to 18 per cent of net income. Under the new 
standard, the same person will be permitted 
to spend $73.80 per month on mortgage pay- 
ment—just enough to qualify for a 51%4%, 
25-year, $12,000 loan. In this case the poten- 
tial home buyer’s borrowing capacity (and 
therefore his ability to buy) is increased by 
$2,000, not because interest rate has fallen, 
not because the term has been lengthened, 


*? Calculated on the assumption that a mortgagor 
should not spend more than 15 per cent of his net 
income on mortgage payments. 
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but because the credit standard of the lender 
has been lowered. 

The combined effects of easy money on 
interest rate, mortgage terms, and lenders’ 
credit standards materially increase the poten- 
tial home buyer’s capacity to obtain debt 
financing. Easy money does, therefore, exert 
a significant effect on housing demand. 


Other Factors Affecting the Demand 
for Housing 


In addition to financing conditions, at least 
two other factors have played significant roles 
in the housing market during the postwar 
period to date. These two other factors are: 
(1) the rate of net household formation, and 
(2) the level of income. 

The term “household” as used here is not 
identical with the term “family.” A household 
includes all the people occupying the same 
dwelling unit. They may or may not be related 
to each other. The term “family,” on the other 
hand, refers to a group of two or more persons 
related by blood or marriage and living to- 
gether. Thus, if Mr. John Doe and his fiance, 
after getting married, decide to live with one 
of their relatives, there is an increase in the 
number of families, but no corresponding in- 
crease in the number of households. It follows, 
therefore, that an increase in the number of 
households is by definition an increase in the 
demand for housing; whereas, an increase in 
the number of families creates a demand for 
housing only to the extent that new families 
do not double up in existing households. 

There is another reason why net household 
formation is a better indicator of the demand 
for housing than net family formation. In 
recent years, many widows, widowers, and 
unmarried persons have established their own 
separate households.*® If this trend continues, 
net family formation tends to understate the 
real demand for housing, because widows, 


* Between March, 1950, and March, 1957, there was 
a net increase of 1,617,000 households headed by wid- 
ows, widowers, and unmarried individuals. See Arnold 
E. Chase, “Housing Demand in the United States, 
1957-65,” Monthly Labor Review, Vol. 81 (February, 
1958), 142-145. 
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widowers, and unmarried persons are by defi- 
nition not families. 

As can be seen from Chart 1, the net in- 
crease in households during the past 5 or 6 
years averaged about 850,000 annually. And 
we can expect more or less the same net in- 
crease in households in 1958. There are two 
reasons for this belief: (1) the number of 
people reaching marriageable age is not ex- 
pected to change significantly until 1960; and 
(2) the trend toward the establishment of 
separate households by widows, widowers, and 
unmarried persons probably will continue. 

Having said that the net increase in house- 
holds will continue at an annual rate of 
850,000, I hasten to make one qualification. 
The past 5 or 6 years, on the whole, have 
been years of relatively full employment and 
high income. The past few months, on the 
other hand, have been months of economic 
recession. Compared with the past 5 or 6 
years, 1958 will witness more postponed mar- 
riages, more doubling up of families, and 
fewer separate households established by wid- 
ows, widowers, and unmarried persons. 


HOUSING STARTS AND CHANGES IN HOUSEHOLDS, !920-1957 


A hidden upward bias, therefore, is present 
in our estimated net increase of 850,000 house- 
holds for 1958. However, in view of the fact 
that the annual rate of personal income in 
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February, 1958, was $341.4 billion, only slight- 
ly below the record rate of $343.5 billion 
attained in 1957, the upward bias in our 
estimated rate of net household formation is 
probably not too large. 


The Immediate Outlook 


Now that we have examined the more im- 
portant factors affecting current housing 
demand, what can we say about the outlook 
for home-building in the months immediately 
ahead? 

The most reliable way to answer the ques- 
tion, perhaps, is to recall what happened to 
building in the two other postwar recessions. 
Economic history sometimes has a way of 
repeating itself. In both 1949 and 1954, while 
income and production declined, private hous- 
ing starts rose substantially. In both periods, 
the rising volume of home construction in the 
face of recession could be traced, broadly 
speaking, to (1) the great physical need for 
housing, (7) consumer confidence, and (3) 
favorable financing conditions. 

These same factors, to varying degrees, are 
present once again in the current economic 
scene. First, the physical need for housing is 
still great. According to the National Housing 


Inventory of 1956, about 470,000 dwelling 
units are lost each year through demolition, 
merger, fire, and other causes. If to these 
losses we add the net increase in households, 
the physical need for housing is seen to exceed 
one million units a year by a substantial 
margin. Secondly, consumers are still confi- 
dent. The sharp April increase in FHA appli- 
cations and VA appraisal requests is evidence 
of the purchases planned by many families for 
the coming months. Finally, financing condi- 
tions have become increasingly more favorable 
in the past few months. This was clearly re- 
vealed by the Wall Street Journal survey 
mentioned above. In the light of these con- 
siderations, a definite upturn in home-building 
activity in the months immediately ahead can 
be expected. However, since housing starts in 
the first three months of 1958 have already 
fallen below the same period in 1957 by 3,200 
units,* the over-all improvement in 1958 is 
not likely to be substantial—probably not 
more than 1 or 2 per cent. But even a 1 per 
cent increase, if realized, would raise housing 
starts in 1958 above the one million unit mark. 


“Housing starts in the first three months of 1958 
totalled 199,300 units, compared with 202,500 units 
for the same period in 1957. 


ASSESSING MANAGERIAL POTENTIAL 


Assessing Managerial Potential is a report of a seminar conducted by the Foundation 
for Research on Human Behavior, of Ann Arbor, Michigan. The report will be of 
particular interest to businessmen because it brings under one cover critical descriptions 
of several of both the standard and experimental methods which have been devel- 
oped for use with executives. These methods were discussed at two seminars which 
businessmen and social scientists held to explore this field. The report also contains some 


of the results which specific businesses 


ave achieved—the strengths and the weak- 


nesses of particular methods, when used singly aad in combination. Assessing Managerial 
Potential will provide businessmen with new insight into the constant problem of finding 


and building executive leadership. 


This report may be ordered from the Foundation for Research on Human Behavior, 
1141 East Catherine Street, Ann Arbor, Michigan. Price: Three Dollars. 


Michigan Business Review 


| 
| 
| 
7 
| 26 


w jULY, 


@ Taxes, expenditures, and business conditions. 


Government Fiscal Operations 
as a Stabilizing Element 


HE present generation of Americans have 

come to look upon the fiscal operations of 
government as a force which contributes 
toward stability in the national income. Many 
believe that government fiscal policy should 
be purposely directed toward that end, and 
that decisions to spend more or less or to 
raise or lower taxes should be based very 
largely on the need to stimulate or to restrain 
the economy. Others prefer a passive role for 
the government; but even these see govern- 
ment budgets as providing mild stabilizing 
forces in the economy because government 
spending does not generally follow the down- 
ward trend of the national income, while tax 
revenues—based upon income and sales—do 
fall as these tax bases fall. 

Prior to the decade of the 1930’s few men 
responsible for government policy would have 
supported an active counter-cyclical fiscal 
policy. Indeed much more common was the 
idea that the government should follow a 
“business-like” policy and reduce expenditures 
when revenues were hard to come by. Seldom, 
however, were they very successful in their 
endeavor and so, even then, government 
spending could be counted upon to contribute 
mildly toward stability. 

It should be noted that this “business-like” 
policy is still followed by all levels of govern- 
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ment except the federal level. A school dis- 
trict, a city or a county would be ill advised 
indeed to attempt to strengthen the economy 
by altering its rate of spending. And even a 
populous state would be “biting off more than 
it could chew” and endangering its credit 
standing by adopting a counter-cyclical budget 
policy. Nevertheless state and local govern- 
ments, even without an active policy, do 
contribute stability when their expenditures 
remain relatively high while their tax revenues 
fall. 

The Federal Government can exert very 
significant pressures on the economy by 
changes in the balance of its budget without 
seriously jeopardizing its credit standing. The 
overall, long view policy of the Federal Gov- 
ernment on this matter is expressed in the 
“Declaration of Policy” contained in the Em- 
ployment Act of 1946. The relevant clauses 
are as follows: 


_ “The Congress hereby declares that it is the 
continuing policy and responsibility of the 
Federal Government to use all practicable 
means consistent with its needs and obliga- 
tions . . . to coordinate and utilize all its 
plans, functions, and resources for the pur- 
pose of creating and maintaining . . . condi- 
tions under which there will be afforded 
useful employment opportunities, including 
self employment, for those able, willing, 
and seeking to work, and to promote maxi- 
mum employment, production, and purchas- 
ing power.” 
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In the light of the current recession it be- 
hooves us all to review government actions 
to see whether the policy outlined in the 
Employment Act is being, can be, or indeed 
should be followed. 


State and Local Spending 


State and local governmental units have 
increased their spending greatly since the end 
of the Second World War. For the nation as a 
whole these expenditures increased from about 
$20 billion in 1950 to $36 billion in 1957. 

The needs which brought forth these expen- 
ditures are far from met; thus from the point 
of view of need there is plenty of reason to 
expect further increases in the next few years. 
In spite of the almost feverish rate of school 
construction in recent years there is still a 
shortage of classrooms and a much greater 
shortage will be realized in the next decade. 
Our highway system is quite inadequate to 
modern needs. The growth of suburbs requires 
that additional city services must be provided, 
and hospital facilities must be expanded to 
meet the growing need. These and many other 
needs will put constant pressure on state and 
local governments to spend more money over 
the next decade. 

As stated above, however, state and local 
governments tend to follow the policy of tight- 
ening up on spending when revenues begin to 
fall. On the other hand the low interest rates 
available in a period of recession should en- 
courage long range improvements financed by 
bond issues. 

The most recent statistics available indicate 
that these units of government are continuing 
their steady increase in spending. During the 
first quarter of 1958 they were spending at 
the annual rate of $38.3 billion per year—an 
increase of $1 billion over the last quarter of 
1957 and of $2.3 billion over the 1957 aver- 
age. This is about as high a rate of increase as 
has been experienced in this decade. 

Bond issues of state and local governments 
have risen steadily in the last two years, after 
declining significantly in 1955. Issues in the 
first quarter of 1958 continued to rise. 


No dependable statistics are yet available 
for state and local tax revenues in 1958. To 
the extent that they are dependent upon sales 
or income, their rate of increase should be 
retarded somewhat in 1958. However, their 
totals will certainly rise during the year. No 
significant tax relief will be realized at this 
level. 

Thus state and local government budgets 
are, so far, hardly disturbed by recession, and 
in turn they are contributing their weight 
toward stability in the national income. We 
should note, however, that their contribution 
is largely passive. It does not compensate for 
weaknesses elsewhere. 


Federal Spending 


The Federal Government has acknowledged 
a responsibility for an active policy of “creat- 
ing and maintaining . . . conditions under 
which there will be afforded useful employ- 
ment opportunities . . . for those able, willing 
and seeking to work ... .” Many people, in 
and out of government, are asking what can 
and should be done in fulfillment of this 
responsibility. 

Even if the government takes no immediate 
action, the changes which occur in its cash 
accounts during a recession are likely to have 
a strengthening effect upon the economy. The 
so called “built-in stabilizers” are brought into 
operation automatically. Since most of the 
revenue of the Federal Government is based 
upon individual and corporate incomes, it 
will decline when these tax bases decline, and 
its relative decline will be somewhat greater 
than that of income, because of the progres- 
sive nature of the tax. This automatic reduc- 
tion in taxes coupled with an increase in un- 
employment benefit payments constitutes the 
bulk of the built-in stabilizers. 

It should be remembered that these stabiliz- 
ers can never fully compensate for the decline 
in income that brings them into operation, 
since the compensating factors are always a 
fraction of the income lost. 

Federal Government receipts from the pub- 
lic during the first two months of 1958 were 
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slightly higher than in the first two months of 
1957, while federal payments to the public 
were approximately the same in the two 
periods. The total gross debt of the United 
States Government declined $2 billion dollars 
in the first quarter of 1958. 

The above changes are small and for short 
time periods, and no great significance should 
be assigned to them. Essentially they indicate 
stability in the government cash budget. Thus, 
like state and local units, the Federal Govern- 
ment has thus far played a passive role in the 
current recession. It has added strength to the 
economy in that it has not followed the down- 
ward trend, but it has not acted to compensate 
the declines that have occurred elsewhere. 


An Active Compensatory Policy 


An active compensatory policy would be 
realized if the government increased its spend- 
ing, or decreased taxes. Either of these would 
tend to increase the national income. An in- 
crease in government spending would increase 
income directly, since government spending is 
one of the components of the national income. 
Certain business firms and individuals would 
benefit directly by increased production and 
employment. A reduction in taxes, on the 
other hand, would leave a larger amount of 
income at the disposal of individuals and 
business firms. The national income would be 
increased only to the extent that funds re- 
tained through tax reduction were spent for 
consumption or investment. It is generally 
believed that a high proportion of such funds 
would be so spent. 

Observe that either of the above govern- 
ment policies would have to result in a gov- 
ernment deficit in order to be effective. If an 
increase in expenditures were balanced by 
increased taxes, the stimulating effect would 
be largely neutralized. Similarly, if a tax cut 
resulted in reduced government spending, the 
net effect would tend to be zero. 

The problem which is emphasized by the 
present recession concerns the inflexibility of 
government spending and taxing procedures. 
Men in Congress and in the Administration 
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agree that taxes and spending should be al- 
tered if the recession appears likely to con- 
tinue for a long period of time. But they do 
not want to move in on a short recession, 
because they fear the effect would be delayed 
and would turn out to be inflationary in the 
post-recession period. Controlling our economy 
may be something like driving a car on which 
both the brakes and the accelerator operate 
with a delayed action. We turn on the power 
while we are trying to climb the hill, but we 
find the power begins to flow only after we 
have passed over the hill. And so we go rush- 
ing down the other side trying desperately to 
shut off the power and apply our delayed ac- 
tion brakes. Are there satisfactory ways in 
which we can increase government spending 
quickly and reduce the rate again when the 
need for support is over? Can we reduce taxes 
quickly and temporarily? Apparently many 
men in government fear that we cannot. If we 
cannot, then an active fiscal policy must be 
reserved for depressions that we expect to 
last a long time. 


Retroactive Tax Cuts 


Economists and others have been searching 
for ways to make a more flexible fiscal policy 
for the government. Several proposals have 
gotten some attention recently. Perhaps the 
most likely proposal has been the use of retro- 
active tax cuts. That is, taxes could be cut 
for the year just passed without altering the 
rate which is applied to current income. This 
would provide a cash refund to all those who 
paid a tax in the past year. If such a refund 
was a part of established policy it could be 
made rather quickly when the need appears. 
If it proved successful no further action would 
be necessary since current taxes would con- 
tinue at the old rate. Such a program has 
the added merit that those employed in the 
past year but unemployed in the current year 
would receive their refund. A cut in current 
tax rates would not directly benefit the un- 
employed. 

There is much in favor of increased spend- 
ing as a part of an anti-recession policy. The 
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income responds immediately and employment 
is provided directly. However, a schedule of 
public works and purchases cannot be altered 
significantly without wasteful results. Most 
government projects require months of plan- 
ning. The possibility of speeding them up for 
fiscal purposes seems slight. 

The long run forces in the American econ- 
omy will support a high level national income. 


cannot overlook the fact that we are currently 
in a recession. Even a short recession is expen- 
sive and economists can describe ways in 
which recessions can feed upon themselves 
and overcome the favorable long run forces, 
It is essential that we develop ways of react- 
ing more quickly to the needs for economic 
stabilizers if we are to avoid the danger of 


great depressions and the unnecessary waste ( 


Our economic future looks bright. But we of shorter recessions. 


THE “WHY” OF SLOW-DOWNS 


Workmen aren’t the only ones who frown on “rate busters.” Business bosses often 
share a similar fear of their hard working, high producing colleagues and subordinates, 
according to Stanley Seashore, assistant to the director of The University of Michigan’s 
Institute for Social Research. 

Summing up a good deal of study in this field, Seashore states: 

“Researchers typically find that the best workers—and managers—are able to turn out 
50 to 100 per cent more than some of their less able or less energetic colleagues, providing 
their productivity is not limited by physical working arrangements (an assembly line, 
for example) or by social pressures of their co-workers and themselves. 

“While this range in working ability may seem striking, it actually should be expected 
in most fields of human performance. College students, for instance, show as much—if 
not greater—range in their educational achievement. 

“Nobody, laborer or businessman, likes to be accused of favoring a deliberate slow- 
down in work. But in a practical, everyday situation, other values may outrank high 
individual productivity. Management often may find it economically sound to accept 
and even encourage uniform performance by different groups of employees. This simpli- 
fies administrative procedures and may reduce human relations problems within their 
organization, thus leading to efficient performance for the organization as a whole. 

“Workers, in some cases supervisors and managers, often set up social restraints for 
a high producing colleague, even though they may genuinely admire his ability. This 
is especially true if the working group feels low producers will be penalized, either 
directly or by comparison with the top performers. 

“The high producer himself may not feel comfortable about these comparisons, and 
hold himself down accordingly. , 

“To repeat, management and workers often have reasons for restricting productivity— | 
a phenomenon often labeled ‘sound’ or ‘stabilized’ growth, rather than a ‘slow-down.’ 

“Whether a particular organization chooses to encourage everyone to perform to the 
best of his ability or prefers to seek greater uniformity in work is largely a matter of | 
judgment. And the correct choice will depend in large part on the goals and structure | 
of the organization itself.” : 
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The School was featured in five articles in The Christian Science Monitor, 
March 11-15, 1958. They are reprinted in the Michigan Business Review 
by permission of The Christian Science Publishing Society, Boston, Mass. 
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How the demands for higher education in the fields of business, economics, and finance 
are being met at the University of Michigan’s School of Business Administration will be 
discussed here in a series of five articles, written at the request of The Christian Science 
Monitor. The first article is by Harlan Hatcher, president of the University of Michigan. 
The next four have been written by R. A. Stevenson, dean of the School of Business 


Administration. 


University of Michigan Assays Goals to Aid Business, Industry 


USINESS and industry today are looking 

to higher education to provide the trained 

minds which they require. And increasingly in 

our economy, business and corporate industry 

are becoming a major source of support for 
our colleges and universities. 

What type of training is best suited to meet 
the future needs of industry and the college 
graduate? 

To young men and women planning careers 
in business, it is certainly the responsibility of 
higher education to give an understanding of 
the principles of their professions. But there is 
considerable doubt in our minds as to whether 
we can, no matter how hard we might try, 
effectively prepare young people for specific 
job placement within industry. 


Preparation for Change 
Education in principles rather than specific 
techniques is necessary, not because educators 
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say so, but because the nature of our economy 
and technology—and human nature, too—say 
so. “Nobody,” said Charles F. Kettering, “is 
smart enough to start with the job he ends 
up in.” 

College education, in other words, must 
prepare the graduate to accept and to change 
with the world and the economy in which he 
will be working for the next 50 years, not 
just that which exists on his commencement 
day. 

Just as there is technological obsolescence, 
so there can be educational obsolescence, if 
we tie our teaching program too closely to the 
techniques of the day. 

Though we in education may thus resist the 
tendencies toward too narrow specialization, 
we recognize that we must equip students with 
the basic ,information necessary to them as 
members of the business and educational 
community. 


| 


| 
| 
| 
| 
| 
31 
y 


At the University of Michigan, this need 
was recognized as early as 1900, when courses 
in business education were first offered. Fol- 
lowing World War I, demand for this type of 
training increased sharply in the Department 
of Economics, resulting in organization of a 
separate School of Business Administration 
in 1924, 


Academic Ties Extended 


The school has grown steadily in size and 
stature since that time. It has benefited from 
and contributed to the development of the 
University’s 16 other schools and colleges. 
In addition to a well integrated program of 
its own, the school has developed close aca- 
demic ties with such fields as engineering, law, 
medicine, public health, natural resources, and 
architecture—all of which are strongly repre- 
sented on our campus. 

Throughout its history, the school has 
recognized the merits of basing professional 
training on a liberal education. Today, for 
example, its undergraduate degree require- 
ments are evenly divided between prescribed 
and optional courses. 

This insures that students receive training 
in such fields as accounting, statistics, business 
law, marketing, finance, and economic theory, 
all of which are of basic importance to the 
businessman. At the same time, it gives stu- 
dents an opportunity to select courses which 
are related to their personal interests, both in 
the liberal arts and in other fields represented 
in the curricula of the University. 

The high quality of the school’s training is 
reflected in the demand for its graduates and 
in the stature of its alumni, many of whom 
already occupy positions of major importance 
in business, commerce, finance, and other seg- 
ments of the American economy. 


Bridging Gap Studied 
We believe this experience is indicative of 
the value of a liberally based business educa- 
tion. Just as we feel major responsibility for 
providing the highest quality education to 
students, so business, in turn, should accept its 


responsibility for continued orientation and 
training of these young people for the specific 
jobs to which they are assigned when employed, 

How can this gap between a broad, liberal 
education and the specific, practical require- 
ments of a job be bridged? 

One way which has become increasingly 
apparent in industry is through well-conducted 
training programs of individual companies, 
A second approach is summer employment of 
college students. 

A third and, for us, a more experimental 
means of achieving a successful transition is 
cooperative education. By alternating periods 
of classroom work and employment, there can 
be brought together in a mutual effort the 
experience and resources of both educational 
institutions and employers. 

Because of the practical and realistic work 
experience provided in cooperative education, 
students are able to put their academic train- 
ing to productive use sooner than would be the 
case in a conventional program. Cooperative 
programs also tend to increase the number of 
students seeking higher education. The em- 
ployment feature of this program opens the 
opportunity of college to many who would 
otherwise be unable to afford it. 


Cooperative Program Set 

Through the generosity of the Ford Motor 
Company Fund in providing 6.5 million dol- 
lars and 210 acres of land for the Dearborn 
Center of the University of Michigan, we plan 
to inaugurate a cooperative educational pro- 
gram in business administration and engineer- 
ing during the fall of 1959. We anticipate 
wide-spread support for this program among 
a variety of Detroit area business firms. 

In addition to preparing young people for 
positions of leadership in the business world, 
higher education has an obligation to advance 
the frontiers of knowledge through research. 
This activity is important both to business 
and to society generally. 

Research is sometimes spoken of as though 
it were some sort of automatic, self-service 
activity. Back of research, however, is the 
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research man. When we speak of the need for 
funds or of the importance of research to 
continuing scientific and industrial progress, 
we are really speaking of the need for more 
research men and women. 

Research is, in a sense, a self-perpetuating 
activity, because research men are trained by 
engaging in research. It is not something you 
learn about; you learn it by doing it. Our 
advanced university students are partners with 
their professors in the research enterprise. 


Partners in Research 


One of the most important contributions 
which industry has made to universities in 
recent years is the underwriting, through fel- 
lowships and grants, of the training of future 
research men who will enlarge the teaching 
and research staffs of the universities, as well 
as the research staffs of industry itself. 

Both industry and education are engaged 
in research, as we all know. Industry is doing 
about two-thirds of all research in the country, 
measured by dollar volume. The research pro- 
gram of the colleges and universities, though 
much smaller than that of industry, may well 
prove of equal or greater importance because 


the major educational institutions are devoting 
a larger proportion of their efforts to basic 
research—to the search for principles, not for 
applications. This is true both in the physical 
and natural sciences, as well as the study of 


economics and business itself. 


Factor in Productivity 

What is the significance of this research and 
education to business? 

As one Michigan professor has noted, “‘Eco- 
nomic activity does not run itself. Or at least 
when it does, it is not well run.” 

The search for new knowledge of the “why” 
of business and economic relationships, coupled 
with the training of business managers and 
researchers, is an important factor in the 
nation’s continued gains in productivity and 
economic strength. 

Fundamental to both training and research 
is a sound, liberal education. In providing in- 
creasing support for this type of education, 
both business firms and individual businesses 
can help equip more individuals for their 
responsibilities as citizens, thus helping to 
insure the dynamic growth of American so- 
ciety in the future. 


Business School Trains Student for Complex Executive Duties 


E first announcement of the University 

of Michigan’s School of Business Adminis- 
tration published in 1924 includes this state- 
ment: “The purpose of the School of Business 
Administration is to provide basic training for 
those who plan to enter the business world in 
positions of responsibility.” That statement, 
which continues to appear in current an- 
nouncements, is an expression of the major 
Objective of the school. The terms “basic 
training” and “positions of responsibility” are 
both significant in this statement of purpose. 
By “basic training” is meant instruction in 
fundamental principles in subject-matter areas 
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of significance to a business executive as dis- 
tinguished from the techniques of specific jobs 
or occupations. The details of any operation 
can be learned more effectively on the job 
than in the classroom. 

It is recognized that a complete training 
program includes both subject-matter courses 
and the development of specific skills. The 
former is the function of a school of business 
administration; the latter is the responsibility 
of business. This division of responsibility is 
gradually being accomplished through the de- 
velopment of internships and other coopera- 
tive programs with business concerns. 
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Major Contribution 


The reference to “positions of responsibil- 
ity” indicates the ultimate objective of those 
who pursue a collegiate course in business 
administration. It is assumed that those who 
complete a professional program in business 
administration will, in the course of 10 to 15 
years, be the ones who will be directing the 
activities of business in the top administrative 
positions. In fact, this is the real justification 
for the inclusion of a business school within a 
university. 

The administration of enterprise in our 
highly developed economy contributes to the 
well-being of society in a measure quite com- 
parable to that of law and engineering. If the 
collegiate schools of business are able to con- 
tribute to the training of the future business 
executives who are capable of making good 
use of the resources of private enterprise, they 
will indeed be fulfilling a worthwhile service. 

Many of the positions for which this basic 
training is provided are in the administrative 
divisions of corporate enterprise. Some stu- 
dents plan to go into business on their own 
account in single-proprietor or partnership 
enterprises, or enter governmental service. All 
of them whether they cast their lots with large 
corporations, small business, or one of the 
agencies of the government, require essentially 
the same basic training. 


Curriculum Outlined 


In order to meet the needs of those going 
into these varied pursuits, the curriculum of 
the school here has been arranged to provide 
instruction in these subjects: (1) the basic 
and universal aspects of business, (2) the 
analysis of business problems, (3) specialized 
and technical subjects in certain branches of 
business, (4) the position of businessmen in 
the social order and their relationship to the 
general welfare. 

The curriculum of the school has been ar- 
ranged to provide the student first of all with 
a knowledge of the basic and universal aspects 
of business. Next, he is introduced to the 


methods of analysis as applied to business 
problems. With this as a background he is 
encouraged to select some one of the branches 
of business as a field of specialization. In 
other words, the program provides a broad 
general understanding of the business struc- 
ture as a whole, supplemented with a more 
intensive training in one of the specialized 
fields of administration. 

The school offers programs leading to both 
the bachelor’s and the master’s degrees. At 
the undergraduate level, the program is lim- 
ited to the basic courses in business with 
ample provision for elective courses in the 
liberal arts. At the graduate level leading to 
the Master of Business Administration degree, 
the student is encouraged to concentrate on a 
field of specialization. 

This school has maintained a policy of 
restricting the specialized programs to the 
graduate level in spite of many pressures to 
institute highly specialized programs at the 
undergraduate level as some other schools 
have done. 


Deep Roots 

The student is not ready to delve deeply 
into any one of the specialized areas until he 
has matured intellectually by contact with 
subject matter in a number of fields entirely 
apart from the subjects usually associated 
with the term “business administration.” In 
other words, a liberal education is an essential 
foundation to an appreciation of the problems 
that are of primary concern to the business- 
man. 

Business is conducted in a social and eco- 
nomic environment that is subject to constant 
change. In such a dynamic setting a business- 
man should be acquainted with the various 
factors influencing that environment. Certain 
courses in such fields as mathematics, natural 
science, history, literature, and the social sci- 
ences are essential. Some acquaintance with 
these several subject-matter fields should be 
considered as an essential part of the intel- 
lectual equipment of a student whose ultimate 
objective is business administration. 
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At the graduate level, specialization is not 
only permitted—it is encouraged. A student 
who has completed the undergraduate pro- 
gram is ready for the specialized field of his 
choice and can complete the requirements for 
the M.B.A. degree in one year. Those who 
enter from a liberal arts college without the 
basic courses in business will be able in one 
year to complete the prerequisites and obtain 
the M.B.A. degree at the end of two years. 

There are several fields in which students 
may specialize. These include accounting, 
finance, marketing, industrial relations, man- 
agement, business statistics, hospital adminis- 
tration, and actuarial science. In each of these 
fields a student is able to concentrate in 
courses at an advanced level and to undertake 
special studies of a research character. 

The program in accounting at Michigan 
began about 60 years ago with a one-semester 
course given in the Department of Economics. 
By 1924, when the School of Business Admin- 
istration was established as a separate unit, 
the course offerings in this field totaled be- 
tween 30 and 40 semester hours and required 
a staff of six full-time instructors. In the more 
than three decades since the school was or- 
ganized there has been a continuing strength- 
ening of the accounting program, with respect 
to subject matter covered, methods of instruc- 
tion, and teaching staff. 


Throughout this period accounting has been 
recognized as one of the University’s important 
professional areas of instruction, as well as a 
central element in the structure of the School 
of Business Administration. 

The M.B.A. program in accounting has 
been designed particularly to meet the needs 
of two major groups of students: (1) those 
planning a career in public accounting; (2) 
those interested in administrative or mana- 
gerial accounting, either in private enterprise 
or in governmental agencies. 

The courses in the actuarial field date back 
to the work of the late Prof. James W. Glover, 
who, some 50 years ago, introduced a program 
in the Mathematics Department. During his 
administration, Michigan was recognized as 
one of the very few institutions for the train- 
ing of actuaries. The present roster of the life 
insurance company presidents includes a num- 
ber who received their actuarial training under 
Professor Glover. 

It is evident that the actuary today is in- 
volved in more than strictly mathematical 
computations. He is, in fact, one of the top 
administrators in business. Recognizing this, 
the School of Business Administration, in 
cooperation with the Department of Mathe- 
matics, has established a graduate program 
leading to the specialized degree of Master of 
Business Administration in Actuarial Science. 


Michigan U Business School Invests in High Caliber Faculty 


am often asked if the case method is used 

at the University of Michigan’s School of 
Business Administration. My answer is “yes” 
and “no.” 

The use of business case material for class- 
room purposes has become so well known that 
it is often considered as a system of instruc- 
tion. It is assumed that a school operates 
either wholly on or off the case method. 
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We do make extensive use of cases in some 
of the courses and very little or none in others. 
In fact, a number of case books have been 
published by members of the faculty and 
every effort is made to obtain materials that 
will shed some light on problems of current 
concern to business administrators. 

These materials serve a very useful purpose 
in enriching the classroom discussions in cer- 
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tain types of courses. On the other hand, 
there are other courses in which the subject 
matter can be better presented with the use 
of other materials. 


Able Teacher Held Key 


The successful use of case materials de- 
pends upon the subject to be covered and the 
specific interest of the instructor in charge of 
the course. In some of the marketing courses, 
for example, the case method is used exclu- 
sively. In other courses an instructor may rely 
on hypothetical problems or reference ma- 
terials of other writers to supplement lectures 
and classroom discussion. 

The particular vehicle to be used in the 
instruction process can best be determined by 
the faculty member, who is fully competent 
and an authority in his own field. We will use 
such materials as will be helpful to him in 
Stimulating the students’ interest and compre- 
hension of the subject matter to be covered. 

The important question is not the system of 
instruction but rather the presence of an able 
teacher in the classroom. 

The quality of instruction a student may 
obtain depends upon the competence of the 
instructional staff. In order to attain the 
quality of education desired, it is essential to 
have teachers of first-class caliber. That has 
been the objective in the recruitment of the 
teaching staff. 


Accounting Stars 


In this regard, I am sure that my colleagues 
in other institutions will agree with me that 
Michigan has been quite successful. In each 
of the subject-matter fields we are fortunate 
in having men of recognized distinction. 

A mere listing of some of the names of 
senior professors is sufficient to support the 
contention that this is a distinguished faculty. 

In accounting, for example, the names of 
Profs. William A. Paton, Herbert F. Taggart, 
Frank P. Smith, Herbert E. Miller, Robert L. 
Dixon, William J. Schlatter, and Leo A. 
Schmidt would be recognized by the account- 
ants and controllers of America, as well as by 


men in academic life, as leaders in the field, 

Turning to finance, we might mention Profs, 
M. H. Waterman, G. Walter Woodworth, 
Wilford J. Eiteman, and Douglas A. Hayes, 
each of whom is recognized among bankers 
as a productive scholar. 

Likewise, in marketing, Prof. D. M. Phelps, 
who is serving as president of the American 
Marketing Association this year, has as his 
associates Profs. Donald R. G. Cowan, Charles 
N. Davisson, Edgar H. Gault, and James D. 
Scott. 

Specialists Listed 

One area in which the school has attained 
outstanding recognition is the broad field of 
economic theory including such subjects as 
business conditions, cycle theory, etc. The 
names of Clare E. Griffin, J. Philip Wernette, 
and Paul W. McCracken (currently serving as 
a member of the Council of Economic Ad- 
visers to the President) are recognized authori- 
ties by both economists and businessmen. 

Furthermore, there are others equally well- 
known in their special fields, such as Profs. 
John W. Riegel, L. Clayton Hill, and Meyer 
S. Ryder in industrial relations; Olin W. 
Blackett in statistics; Gerald O. Dykstra in 
business law; Carl H. Fischer in insurance; 
William M. Hoad in small business; and 
Franklin G. Moore in industrial management. 

Every one of the men whose names are 
listed above has contributed to the literature 
in his field and is known nationally by both 
business and academic people. They are the 
ones who have made the name and reputation 
of the school. 

Obviously, some of them are nearing the 
retirement age but there is a younger group of 
equally capable persons now on the staff who 
will be ready to carry on in the years ahead. 


Classrooms for 1,000 


The faculty is, in fact, the school. At the 
same time, the faculty and the students do 
need a place in which to meet and to carry on 
their studies. The School of Business Adminis- 
tration moved into a new building in the 
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academic year 1948-49. Several distinctive 
features in the three units of this building 
were designed to meet the needs of the di- 
visions of the school. 

Classrooms which will accommodate 1,000 
students are on the lower floors. Laboratory 
space for accounting and statistics and the 
business library are located on the second and 
third floors. 

Faculty offices are located in an adjoining 
nine-story office structure, with administrative 
offices on the first floor. The building as a 
whole is thus arranged on a functional basis 
providing specially designed quarters for class- 
rooms, laboratories, library, research, and 
staff offices. 

The library of the school is considered one 
of the best business school libraries in the 
United States. With its more than 30,000 
volumes and 60,000 pamphlets dealing with all 
phases of business activity, it adequately pro- 
vides for research and instructional purposes 
of students and faculty. 

Books and other materials in business and 
related fields are continually added. The lead- 
ing business periodicals and newspapers, a 
number of trade journals and the current pub- 
lications of the principal statistical and invest- 
ment services are also on file. 

A distinctive feature of the library, of 
special interest and value to graduate students 
in accounting and finance, is a collection of 
the annual reports of more than 1,000 indus- 


trial and public utility corporations. These 
materials are freely accessible. 


Alumni Progress 

Now that the school has been operating for 
a period of 33 years, the question may well be 
raised as to the extent to which its objectives 
have been and are being attained. This, of 
course, is not readily answered in exact quanti- 
tative terms. A subjective evaluation, however, 
would lead one to a rather favorable con- 
clusion. 

One measure, of course, is the success of its 
graduates. Each year the school conducts an 
alumni conference, at which time a representa- 
tive group of alumni returns. It has been 
gratifying to the faculty to observe the steady 
progress these men and women have made. 

There are now several presidents and vice- 
presidents of banks, industrial concerns, insur- 
ance companies and commercial institutions, 
as well as partners of nationally known public 
accounting firms. 

We assume, of course, that their progress 
up the ladder has been aided to some extent 
by the training they received in the school. 

The experience of the school in placing its 
graduates in recent years indicates that there 
is a great demand for men with academic 
training in business. Both the large and small 
concerns send representatives to the school 
each year in the recruitment programs. 


University School of Business Administration Booms Research 


HE quality of instruction depends upon 

the continued development of new infor- 
mation. Business is a dynamic institution. 
There are forces constantly at work both 
within the individual business and from out- 
side sources that make for change. Even the 
known facts of today become obsolete infor- 
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mation within a very short period. Further- 
more, there are many aspects of the current 
business situation which cannot be understood 
or satisfactorily explained until more informa- 
tion is explored and analyzed. This requires 
an intensive and continuing research program. 

Every member of the staff at the University 
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of Michigan School of Business Administra- 
tion is either conducting research projects 
within his own field of specialization or is 
making use of the products of research by 
others. This is the only way in which he can 
keep his own teaching abreast of the current 
scene. In order to facilitate the several re- 
search programs in the school, two research 
agencies have been established. 


Bureau of Business Research: 


The Bureau of Business Research was or- 
ganized in 1926 as a part of the School of 
Business Administration. Its principal func- 
tion for two decades was to assist the faculty 
members of the school in their individual 
research undertakings. This is still one of the 
important functions of the bureau, although 
other activities have been added in recent 
years. The bureau assists the faculty by pro- 
viding clerical and editorial assistance and by 
publishing the results of their studies. 

In recent years an increasing part of the 
activities of the bureau has been related to 
research studies which are sponsored and 
financed by outside organizations. The bureau 
has become the focal point in the school for 
research interests of all types (other than 
those concerned with industrial relations) — 
outside groups interested in sponsoring studies, 
faculty members with research ideas and indi- 
viduals and firms in need of information on 
particular questions. The bureau processes 
each year hundreds of inquiries from all over 
the world on a wide range of business topics. 

The bureau publishes research reports in 
the form of books, pamphlets, and mono- 
graphs. Recent publications include analyses 
of industries such as “The Marketing of Auto- 
motive Parts,” and of professions such as 
“Education and Experience Requirements for 
Certified Public Accountants”; faculty studies 
such as “The Detroit Money Market,” “Rub- 
ber Developments in Latin America,” and 
“Administrative Systems Analysis”; and doc- 
toral theses such as “Reporting Foreign Oper- 
ations,” “Central Banking in Mexico,” and 
“Overhead Costing.” In addition, the bureau 


publishes papers presented at conferences held 
in the school and collections of case studies 
for classroom use. 


Bureau of Industrial Relations: 


The Bureau of Industrial Relations, a unit 
of the school, was established in 1935. Its 
function is to promote a better understanding 
of industrial relations by the conducting of 
conferences of persons directly interested, by 
research and the publication of findings, and 
by the maintenance of a reference library of 
publications and documents pertaining to the 
field. 

The existence of the bureau is evidence of 
the University’s awareness that the employ- 
ment relationship lies at the crux of economic 
activity in our complex and dynamic society. 
The basic purpose of that relationship is the 
production of goods and services. But that 
purpose can be achieved in our free society 
only when individuals voluntarily associate 
themselves under mutually acceptable terms 
and conditions to cooperate in the productive 
process. This requirement gives rise to many 
problems of accommodation, discipline, and 
motivation. 

Because of the importance of the employ- 
er’s understanding and competence in his 
relationships with his employees, the bureau 
has given much attention to the study of 
personnel policies and procedures. Its surveys 
and books have dealt with wage and salary 
administration, the introduction of technologi- 
cal change, the design of employee benefit 
plans, the development of managers, the 
stimulation of employee interest in business 
success, and the utilization and motivation of 
engineers and scientists in industrial firms. 


Community Services: 


The School of Business Administration 
recognizes a responsibility to the business 
community as well as to the students enrolled 
in its regular courses. In a very real sense, 
education is a continuing process, particularly 
in such a dynamic field as business. The 
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faculty of the school is in a strategic position 
to keep informed on new developments that 
are of concern to businessmen. There are 
several ways in which the school is prepared 
to serve business. 

The publication of the results of research 
projects has already been mentioned. The 
research facilities of the school are also avail- 
able under certain conditions to undertake 
studies proposed by businessmen. 

Another effective means of communication 
is the conference on a specific subject. During 
the past year a number of conferences have 
been held in Ann Arbor and in several differ- 
ent parts of the state. ~ 


Business Conferences: 


Representatives of selected corporations 
attend the annual conference on industrial 
relations, and addresses are given by industrial 
leaders in this field, by economists, and by 
representatives of the government. Other con- 
ferences, such as the Michigan Accounting 
Conference, jointly sponsored by the Michigan 
Association of Certified Public Accountants 
and the school, are held under the auspices of 
the school and certain groups and associations. 
The Michigan Bankers Association sponsors a 
two-day conference each year on topics of 
current interest to bankers. These conferences 
are generally open to students of the school 


and serve to supplement formal class in- 
struction. 

The advertising conference held annually 
is a cooperative effort of the School of Busi- 
ness Administration, College of Architecture 
and Design, and the Department of Journal- 
ism. Sales management and marketing research 
conferences are held on alternate years. 
Michigan Business Review: 

The school publishes the Michigan Business 
Review bi-monthly during the academic year. 
It is distributed free as a service to the pro- 
gressive American private enterprise system. 
Its current printing is 7,500; and its readers 
are principally businessmen—who are located 
in all states of the United States and in 40 
foreign countries. The publication is directed 
toward extremely busy men. For this reason, 
it is slim in size and the articles are short. 

Its editorial policy is to present articles on 
subjects of wide interest, written in a crisp 
and interesting manner. Many of the articles 
are written by members of the school’s own 
faculty. Others are written by other academic 
experts and by outstanding businessmen. This 
last group has included: Walker Cisler, J. 
Cameron Thompson, Joseph M. Dodge, J. C. 
Penney, Conrad Hilton, Leland Doan, Roy 
Larson, Nelson Rockefeller, and Clarence 
Randall. 


Executive Program Spurred 


= selection and development of executive 
personnel is one of the most difficult prob- 
lems faced by business management. After 
considerable experience with special programs 
of study for executives in banking, health 
insurance, and public utilities, the School of 
Business Administration at the University of 
Michigan inaugurated an executive develop- 
ment program in the summer of 1954. The 
program is repeated each summer for a period 
of four weeks. 
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The basic objective of the program is to 
broaden the understanding and appreciation 
of business functions, and of economic forces 
which influence generally all types of industry. 
The program is designed for men of recognized 
capacity who now hold positions at or just 
below the general management level. 

Each participant should have had a consid- 
erable amount of experience and executive 
responsibility in his own field so that he can 
contribute to the group discussions and can 
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appreciate the significance of the ideas pre- 
sented by other participants. 

Open-mindedness and intellectual curiosity 
are more important factors in determining a 
man’s suitability for enrollment than is the 
type or extent of prior academic training. The 
course is of special benefit to men whose 
training has been of a technical nature. Each 
candidate for selection is recommended by his 
company. 

In the summer of 1951 the School of Busi- 
ness Administration first offered a four-week 
program designed specifically for public utility 
executives. The program was developed with 
the assistance of an advisory committee made 
up of public utility representatives. Increasing 
numbers of public utility executives have 
attended successive programs, with a high of 
over 80 in 1956. This response prompted the 
University, on the recommendation of the ad- 
visory committee, to offer the program twice 
in the summer of 1957. 


Broad View Encompassed 


The basic purpose is to create an expanded 
point of view and an interest in the broader 
problems of business and economics, to the 
end that persons now in the upper levels of 
management will become better equipped to 
undertake the responsibilities of top manage- 
ment. The program does not purport to em- 
brace detailed, technical matters of the sort 
which are more appropriately handled by 
individual companies. 

The program provides a four-week period 
of study, discussion, and association with a 
group of educators and guest lecturers from 
government and industry who have demon- 
strated special competence in their respective 
fields. 

A distinctive feature of the program is that 
only mature, experienced public utility men 
are eligible for enrollment. The four-week 
period of living together offers an invaluable 
occasion for the interchange of ideas and for 
the development of long-lasting acquaintance- 
ships with utility men from all over the 
United States. 


The Blue Cross-Blue Shield National Man. 
agement Program was taught for the first time 
in the summer of 1952 and has been repeated 
annually ever since. 

The program is comprised of two three. 
week sessions taken in consecutive summers, 
The principal subjects are: accounting, comp- 
trollership, rate-making, human relations, sales 
management, hospital relations, economics, 
health economics, principles of management, 
and public relations. 


Credit Courses Added 


The school has cooperated with the Michi- 
gan Bankers Association in adult educational 
programs. A School of Banking was instituted 
in the summer of 1952 and between 80 and 
100 junior officers and employees of Michigan 
banks attend the two-year sessions, constitut- 
ing in total a four-week program. Senior 
faculty members offer courses in monetary 
economics, bank management, accounting, in- 
vestments, and law with the aim of assisting 
the banks to develop managerial capacities in 
their promising young men and women. 

For years there has been a growing demand 
for University of Michigan extension courses 
in business administration in various Michi- 
gan cities. Hundreds of well-qualified, am- 
bitious, employed persons want an opportunity 
for advanced degree study in business. 

Beginning with the organization of the 
School of Business Administration in 1924, 
courses were offered in Detroit and Flint, but 
it was not until 1950 that the school attempted 
a program of credit courses. Since that time, 
its offerings in the Detroit area have been 
built up as fast as the courses could be 
manned with adequate faculty. In the spring 
semester of this year 24 courses are offered. 

The growth of enrollment in higher educa- 
tion during the past few years and estimates 
of future development would indicate that it 
is essential to provide both physical facilities 
and faculty to meet this growing demand. The 
University has already established a branch at 
Flint in which courses in business at the 
junior-senior level are being offered. 
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BUREAU OF BUSINESS RESEARC! 


RECENT PUBLICATIONS 


STANDARDS OF EDUCATION AND EXPERIENCE _ 
FOR CERTIFIED PUBLIC ACCOUNTANTS : 
By FRANK P. SMITH and SAMUEL R. HEPWORTH 

151 pages, cloth $2.50 


INVESTMENT BANKING FUNCTIONS, THEIR | 
EVOLUTION AND ADAPTATION TO BUSINESS FINANG ; 


By MERWIN H. WATERMAN 


Michigan Business Studies, Vol. XIV, No. 1, 1958 
186 pages, 25 tables, 7 charts, cloth $4.00, paper $24 


QUASI-REORGANIZATION 
By JAMES S. SCHINDLER 


Business Studies, Vol. XIII, No. 5, 18 
160 pages, 2 tables, cloth $5.00 


A STUDY IN LIQUIDITY it 
By WM. A. PATON, JR. E 


Michigan Business Studies, Vol. XIV, No. 3, 1958 ® 
In Press 


Address orders to: Publications Distribution Service 
412 Maynard Street 
Ann Arbor, Michigan 
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